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HSE Corporate Profile 


Husky 
Energy 
Inc. 


Husky Energy Inc. is a Canadian integrated energy and energy-related company with operations in upstream, 
midstream and refined products. | 


Upstream includes the exploration, development and production of crude oil, bitumen and natural gas in Western 


Canada, offshore the Canadian East Coast, in the South and East China Seas, offshore Indonesia and other 
international areas. 


Our midstream operations include the upgrading of heavy crude oil into premium synthetic crude oil, pipeline 


transportation, gas storage, cogeneration, and the marketing of crude oil, natural gas, natural gas liquids, sulphur 
and petroleum coke. 


Refined products comprises the refining, marketing and distribution of gasoline, diesel, asphalt, ethanol, and ancillary 


services in Canada and the United States, and a network of retail outlets from Ontario to British Columbia and 
the Yukon. 


Husky Energy Inc. is headquartered in Calgary, Alberta, Canada, and is listed on the Toronto Stock Exchange under 
the symbol HSE. 


MISSION 


To maximize returns to our shareholders 
in a socially responsible manner. 


VISION 


To create superior shareholder value through 
financial discipline and a quality asset base. 
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Husky at a Glance 


Western Canada |_| 


Heavy Oil | 


Oil Sands 


Canada’s East Coast ial 


Business 
+ Crude oil and natural gas exploration, 
development and production 


Strategy 

- Increase oil and gas production 
through exploitation and exploration 

- Focus on natural gas exploration in 
the deeper portion of the Western 
Canada Sedimentary Basin and natural 
gas from coal and tight sands in the 
plains region 


2005 Plans 

- Grow Western Canada conventional 
oil and gas production by 4% 

- Achieve production replacement 
reserves of greater than 100% 

- Pursue unconventional gas plays and 
participate in the drilling of 300 
natural gas from coal wells 


2005 Achievements 

- Achieved production replacement ratio 
of 96% before acquisitions and 
divestitures 

- Produced 10 mmcf/day of natural gas 
from coal and drilled 300 wells 

+ Significant discovery made at Summit 
Creek, N.W.T. 


2006 Plans 

* Maintain Western Canada conventional 
oil and gas production 

* Achieve 100% production replacement 
ratio 

- Produce 35 mmcf/day of natural gas 
from coal 

* Drill two wells in NWT. 


M@ Upstream 
@ Midstream 
® Refined Products 


Business 

+ Heavy oil production in the 
Lloydminster area of Alberta and 
Saskatchewan 


Strategy 
+ Optimize and expand heavy oil 
operations 


2005 Plans 
- Grow heavy oil production by 10% 
+ Reduce operating costs by $26 million 


2005 Achievements 

* Drilled 507 total wells (heavy, medium 
and gas) 

- Operating cost initiatives realized 
savings of $34 million 

- Achieved reserve replacement of 95% 
of production 


2006 Plans 

- Expand heavy oil production by 10% 

+ Achieve reserve replacement of 100% 
of production 

- Reduce operating costs by $35 million 

+ Initiate cold enhanced oil recovery 
pilot 


Business 
+ 100% ownership of leases in the Cold 
Lake and Athabasca oil sands 


Strategy 

+ Develop in-situ bitumen resources 
commencing with Tucker and then 
Sunrise oil sands leases 


2005 Plans 

* Commence drilling and facility 
construction for Tucker Oil Sands 
Project 

+ Obtain regulatory approval and 
progress with front-end engineering 
for Sunrise Oil Sands Project 


2005 Achievements 

* Drilling and construction for Tucker 
on-schedule and on-budget 

* Regulatory approval obtained for 
Sunrise 

* Conceptual studies completed for 
Sunrise 


2006 Plans 

- First oil by end of year at Tucker 

+ Progress front-end engineering design 
for Sunrise upstream facilities and 
select upgrading solution 

- Drill resource evaluation wells at 
Sunrise 

* Evaluate Caribou reserves 


Business 

+ 12.51% interest in Terra Nova oil field 

+ 72.5% interest in, and operator of 
White Rose oil field 

* 1.4 million acres of exploration 
acreage and a working interest in 
15 Significant Discovery Areas 


Strategy 

+ Maximize value of White Rose assets 

+ Explore White Rose satellite 
opportunities and evaluate gas 
potential 

+ Participate in continuing development 
of light oil production from Terra Nova 


2005 Plans 

- Achieve White Rose first oil in late 
2005 or early 2006 

- Investigate feasibility of developing 
and transporting gas from White Rose 

- Drill exploratory wells in Terra Nova 
Far East block and in South Whale 
Basin 


2005 Achievements 

- First oil from White Rose achieved 
ahead of schedule and on-budget 

- Approximately 2.4 million barrels of oi 
produced from the White Rose oil field 
(1.74 million net to Husky) 

- Six satellite prospects identified 

* Husky's share of Terra Nova 
production averaged 12,400 bbls/day 


2006 Plans 

* White Rose peak production of 
100,000 bbls/day, 72,500 net to Husky 

- Further delineate White Rose West and 
North pools 

- Evaluate new White Rose leads and 
prospects 

* Start production from Terra Nova Far 
East Flank 

+ Delineate Terra Nova Far East South 
reserves 


International |_| 


Midstream B 


Refined Products @ 


Business 

* 40% interest in Wenchang 13-1 and 
13-2 producing oil fields in the South 
China Sea 

* 100% interest in six exploration blocks 
in the South and East China Seas 

- 100% working interest in the Madura 
Block offshore Indonesia 


Strategy 

* Pursue development opportunities 
near Wenchang 

» Increase resource base through 
exploration drilling 

- Increase production from international 
business to 10% of total production 


2005 Plans 

+ Additional development drilling in the 
Wenchang field 

* Drill three exploration wells offshore 
China 

* Secure gas sales contract and prepare 
development plan for Madura BD field, 
Indonesia 


2005 Achievements 

- Wenchang averaged 16,000 bbls/day 

- Development wells delayed until 2006 

* Drilled Wushi oil discovery 

- Negotiations commenced for gas sales 
agreement for Madura BD field 


2006 Plans 

* Drill four infill development wells at 
Wenchang 

- Evaluate potential Wushi discovery 

- Sign gas sales contract for Madura BD 
field and receive development 
approval 


Business 

- Upgrading of heavy oil into premium synthetic 
crude oil 

* 2,050-kilometre crude oil pipeline system 

- Marketing of crude oil, natural gas, natural gas 
liquids, sulphur and petroleum coke 

* Electrical generation 

- Crude oil and natural gas storage 


Strategy 

- Increase upgrader capacity to meet future 
heavy oil and bitumen production volumes 

« Increase and optimize crude oil pipeline 
volumes 

+ Increase value of Husky's assets through growth 
in the commodity marketing business 


2005 Plans 

* Upgrader debottlenecking project to be 60% 
complete by end of 2005 

+ Expand Husky's transmission pipeline to meet 
demand 

- Expand gas storage business by 20% 

* Expand commodity marketing volumes to 
exceed 950,000 boe/day 


2005 Achievements 

- Upgrader debottlenecking project 60% 
complete 

- Hardisty terminal shipments exceeded 250,000 
bbls/day of Western Canadian Select Blend 

- Gas storage capacity increased by 20% net 

- Commodity marketing volumes exceeded 
950,000 boe/day 


2006 Pians 

- Complete upgrader debottlenecking project 

- Expand third party terminalling 

- Expand pipeline to support production growth 

+ Connect pipeline to Tucker Oil Sands Project 

- Expand gas storage business by 25% 

+ Expand commodity marketing volumes to exceed 
1 million barrels of oil equivalent per day 


Business 

+ Retail network of over 500 units 

+ 10,000-barrel per day refinery at Prince George, B.C. 

+ 27,000-barrel per day asphalt refinery at 
Lloydminster, A.B. 

+ 10-million litre per year ethanol plant at 
Minnedosa, M.B. 


Strategy 

+ Enhance outlets with improvements, upgrades, 
ancillary sales and alliances 

+ Optimize product supply agreements 

- Grow asphalt sales through higher margin 
premium quality products and new markets 

* Become Western Canada’s largest ethanol 
producer 


2005 Plans 

- Increase fuel volume throughput by 3% over 2004 

+ Increase ancillary margin by 4% over 2004 

* Complete gasoline portion of Prince George 
Refinery Clean Fuels Project 

« Complete study to expand Minnedosa Ethanol 
Plant to 130 million litres per year 

* Construct 130-million litre per year ethanol plant 
at Lloydminster, S.K. 


2005 Achievements 

- Fuel volume throughput per location increased 9% 

: Ancillary margin increased by 13% 

- Gasoline at Prince George Refinery meets new 
Federal Government regulations on sulphur 

+ Lloydminster refinery capacity increased to 
27,000 from 25,000 bbls/day 

* Minnedosa expansion construction initiated 

+ Lloydminster Ethanol Plant 50% completed 


2006 Plans 

- Increase fuel volume throughput per location 
by 3.5% over 2005 

+ Increase ancillary income by 2.5% over 2005 

- Increase Prince George Refinery throughput to 
12,000 bbls/day 

* Commission ultra-low-sulphur diesel production 
unit at Prince George Refinery 

- Complete construction of Lloydminster Ethanol 
Plant 


2005 Performance 
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2005 HIGHIENGHTS 


Husky’s 2005 net earnings doubled to a record $2 billion, mainly due to 
its strong financial discipline and superior project execution. The Company's 
White Rose Project was completed ahead of schedule and on-budget. Regulatory approval 
was also received for the 200,000 barrels per day Sunrise Oil Sands Project. 


John C.S. Lau, President & Chief Executive Officer 


Year ended December 31 2005 2004 Year ended December 31 2005 2004 
(millions of dollars except where indicated) 
Financial Operating 
Sales and operating revenues, Daily production, before royalties 
net of royalties 10,245 8,440 Light crude oil & NGL (mbbls/day) 64.6 66.2 
Cash flow from operations 3,785 72 NOH Medium crude oil (mbb/s/day) 31.1 35.0 
Per share (dollars) - Basic 8.93 5,1 Heavy crude oil (mbbis/day) 106.0 108.9 
— Diluted 8.93 5.18 Total crude oil & NGL (mbbls/day) 201.7 ZalOnt 
Net earnings 2,003 1,006 Natural gas (mmcf/day) 680.0 689.2 
Per share (dollars) — Basic 4.72 Deextf Barrels of oil equivalent (mboe/day) 315.0 325.0 
— Diluted 4.72 Deo, Proved reserves, before royalties 
Capital expenditures ” 2,891 2,354 Light crude oil & NGL (mmbblis) 273 238 
Return on average Medium crude oil (mmbb!s) 91 86 
capital employed (percent) 22.8 13.0 Heavy crude oil © (mmbbis) 217 105 
Return on equity (percent) 29.2 iho Bitumen (mmbbIs) 48 - 
Debt to capital employed (percent) 20.1 2S Natural gas (bcf) 2,136 2,169 
Debt to cash flow from Barrels of oil equivalent (mmboe) 985 791 
operations (times) 0.5 N40) Synthetic crude oil sales (mbbis/day) 57.5 Sant 
Pipeline throughput (mbbis/day) 474.0 492.0 
(1) Excludes capitalized costs related to asset retirement obligations incurred 
during the period and corporate acquisitions. Light oil sales (million litres/day) 8.9 8.4 
Asphalt product sales (mbbis/day) eee 22.8 
Refinery throughput (mbbis/day) Sore 3 el 


(2) For 2004, includes a negative non-technical revision for year-end heavy oil 


pricing of 120 mmbbls. 


FINANCIAL AND OPERATING HIGHLIGHTS 


Report to Shareholders 


Mr Victor T. Ke I 
Co-Chairman 


Mr. Canning K. N. Fok 
Co-Chairman 


Mr. John C. S. Lau 


President & 
Chief Executive Officer 
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e are pleased to report that 2005 
W has been another record year for 
Husky Energy. Net earnings and cash 
flow from operations reached $2 billion 
and $3.8 billion, respectively. Return on 
equity exceeded 29 percent. A special 
dividend of $1 per share was declared in 
October enabling shareholders to benefit 
directly from the Company's financial 
performance. The regular quarterly 
dividend per share was increased by 79 
percent to $0.25. 


Husky's financial performance reflected 
the continuing strength in oil and gas 
prices with West Texas Intermediate 
(WTI) averaging U.S. $56.56 per barrel 
for 2005 compared with U.S. $41.40 for 
2004, when the Company's results were 
affected by crude oil price hedges. 
Presently, Husky has no oil and gas price 
hedges in place. 


During 2005, capital expenditures, 
excluding capitalized amounts, rose to 
$2.9 billion from $2.4 billion in 2004. The 
increase was primarily due to the early 
start-up of White Rose and the increasing 
capital intensity in the Western Canada 
Sedimentary Basin. 


Full year operating costs were $8.12 per 
barrel of oil equivalent, compared with 
$7.32 per barrel of oil equivalent in 
2004. Costs were affected by increased 
fuel and power costs, higher trucking, 
servicing and maintenance rates and 
weather delays. 


The White Rose oil field, located offshore 
Newfoundland and Labrador, achieved 
first oil production in November, ahead 
of schedule and on-budget. Gross field 
production is expected to reach 100,000 
barrels per day of light sweet crude oil 
in mid-2006. Husky holds a 72.5 percent 
working interest and is the operator in 
White Rose. The Company owns a signif- 
icant number of licences in the Jeanne 
d'Arc Basin and plans to carry out an 
exploration and exploitation program to 
develop and produce additional oil pools 
and fields in the area utilizing the 
SeaRose FPSO (floating production, 
storage and offloading) facility. The 
feasibility of increasing the production 
capability of the SeaRose FPSO to 
accommodate incremental development 
opportunities is under evaluation. 


In December, regulatory approval was 
received for the commercial development 
of the Sunrise Oil Sands lease. The lease 
is estimated to contain 3.2 billion barrels 
of recoverable bitumen resources. 
Engineering work has commenced on the 
first phase of the project which is aimed 
at producing over 200,000 barrels per 
day of bitumen by using established 
steam-assisted gravity drainage (SAGD) 
technology. A number of options are 
being evaluated with respect to the 
upgrading, transporting and refining of 
the produced bitumen. Husky's goal is to 
maximize the value of this substantial 
resource which has the potential to 
strengthen the Company's future growth 
for many decades. 


Excellent progress is being made at the 
first oil sands project at Tucker. The 
$500 million development is on-schedule 
to achieve first oil in 2006, adding over 
30,000 barrels per day of production at 
peak. Tucker production will be trans- 
ported to the heavy oil upgrader at 
Lloydminster, Saskatchewan for pro- 
cessing into premium synthetic crude. 


In the South China Sea, a rig has been 
secured to drill an exploration well on the 
deep water 29/26 Block. Drilling will 
commence in the second quarter of 2006 
to test a natural gas prospect. 


In Indonesia, negotiations for a gas sales 
agreement for the offshore Madura BD 
field are in progress. Once an agreement 
is reached, our production sharing 
contract will be extended and then 
development will be initiated with 
production targeted for 2008. This will 
provide a second core producing area for 
Husky outside of Canada. 


Several projects in the midstream and 
refined products segments reached 
milestones in 2005. Debottlenecking of 
the Lloydminster heavy oil upgrader is 
expected to be completed in 2006. Plans 
to expand the upgrader's throughput 
capacity are under active consideration 
as the Company's production of heavy 
oil and other suitable feedstock such as 
Tucker production continues to grow. 


In 2005, the low-sulphur gasoline phase 
of the Clean Fuels Project at the Prince 
George light oil refinery was completed. 
The low-sulphur diesel phase is scheduled 
to be completed in 2006. The clean fuel 
project will allow production to meet the 
new environmental requirements for 
cleaner fuels, as well as increase the total 
throughput capacity from 10,000 to 
12,000 barrels per day. 


Husky is constructing two ethanol plants, 
each with a production capacity of 130 
million litres per year. The first plant, 
adjacent to the heavy oil upgrader in 
Lloydminster, is more than 50 percent 
complete. The second which is being 
constructed on the site of the existing 
ethanol plant at Minnedosa, Manitoba Is 
scheduled for completion in 2007. The 
plants will help meet the demand for 
environmentally friendly fuels as well as 
create opportunities for the agricultural 
industry. 


We believe that your Company is well- 
positioned to enter into its next phase of 
growth. Husky's proven reserves were 
985 million barrels of oil equivalent at the 
end of 2005, an increase of 8 percent 
compared to the previous year, excluding 


the 2004 heavy oil revision. White Rose 
and Tucker accounted for the majority of 
the increase in proven reserves. Husky's 
total proven, probable and possible 
reserves amounted to 5.6 billion barrels 
of oil equivalent at the end of 2005. This 
significant resource base provides a 
strong foundation for continued 
production growth as the Company 
continues to execute its exploitation and 
development strategy. 


Husky has good quality assets and a 
very strong balance sheet with a debt to 
cash flow from operations ratio of 0.5 
to 1 at the end of 2005. For 2006, Husky 
has a capital expenditure program of 
$2.85 billion and production forecast of 
360,000 to 390,000 barrels of oil 
equivalent per day. 


Husky's achievements in 2005 were 
made possible by the dedication and 
commitment of our management team 
and employees, and the continued 
support of our shareholders. On behalf 
of the Board of Directors, we offer our 
deepest gratitude. 


Victor T. K. Li 


Co-Chairman Co-Chairman 


February 6, 2006 


Canning K. N. Fok 


John C. S. Lau 


President & Chief Executive Officer 


REPORT TO SHAREHOLDERS 


Questions and Answers 


ANSWERS FROM JOHN C. S. LAU, PRESIDENT & CEO 


Mr. John Cc. S. Law 


President & 
Chief Executive Officer 


Husky’s shareholders continue to benefit 
from the performance of their Company. 
In April 2005, the quarterly dividend 
per common share was increased from 
$0.12 to $0.14 and increased again to 
$0.25 in October. A special cash dividend 
of $1.00 per common share was also 
approved in October by the Board of 
Directors. Total return to shareholders 
including stock price appreciation and 
special and ordinary dividends exceeded 
77 percent for the year. In this section, 
John C.S. Lau reviews Husky's strategies, 


achievements and challenges. 
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Qi 

Husky has achieved significant growth 
since returning to the public market in 
2000. How wouid you describe Husky's 
strategies? 


Husky's strategies are based on a well- 
defined vision focused on investing our free 
cash flow into quality assets with growth 
potential. Husky developed a vision 10 years 
ago to develop a strategy with short, 
medium and long-term objectives. 


For the short-term, the Company would 
invest in conventional oii and gas properties 
and expand our heavy oil operations. To 
meet our medium-term objectives of 
acquiring quality assets for future growth, 
revenues from our conventional oil and gas 
holdings were invested in developing our 
White Rose oil field, offshore Canada’s East 
Coast, and in the Alberta oil sands. With 
White Rose now on-stream and the Tucker 
Oil Sands Project scheduled to come on- 
stream by the end of 2006, Husky is 
focused on developing our Sunrise Project 
and exploiting our land position off the East 
Coast for long-term growth. Our vision is 
to have first oil from our Sunrise holdings 
by 2010-12. This will position us to achieve 
our production target of 500,000 barrels 
of oil equivalent per day. 


Our midstream assets, such as our 
Lloydminster Upgrader, complement our 
strategy by enhancing the value of our 
upstream production. 


- Q2 


How have you strengthened the 
Company's management team to 
maintain the momentum of the last few 
years? 


Husky has grown over $20 billion from a 
market capitalization of $5 billion when it 
became a public company in 2000 to over 
$25 billion at the end of 2005. To prepare 
the Company for the challenges of building 
on this success and expanding our quality 
asset base, a strong management team is 
required. 


Key to achieving Husky's vision has been 
our emphasis on financial discipline and 
building a strong management team. To 
meet the challenges of going forward and 
moving the Company into its next phase we 
have strengthened our management team, 
and established a separate business unit for 
our oil sands operations. The Company has 
focused its operations and strengthened its 
management in the areas of project 
execution and management, operations and 
refining and oil sands development. 


These changes are necessary to carry 
Husky's vision into the future and ensure 
that our projects are completed on-time and 
on-budget as well as increase focus on 
mergers and acquisitions, and other 
corporate activities. 


Q3 

Husky hedged a significant portion of its 
production in 2004. Did the Company 
hedge in 2005? What are the Company's 
plans for 2006 in view of the high 
commodity prices? 


Q4 

During the last three years Husky has 
declared a special dividend. Will Husky 
continue to pay special dividends? Can 
investors expect this policy to continue? 


Q6 

Husky's proven reserves were approach- 
ing 1 billion barrels of oi! equivalent at the 
end of 2005. What is the Company's 
strategy to increase its oil and gas 
reserves in the coming year? 


Husky considers commodity price hedging 
a management tool to protect the Company 
from volatility in its cash flow. Husky's last 
oil and gas commodity price hedge program 
ended in December 31, 2004, and the 
Company has not entered into any further 
hedges. The Company's strong financial 
position in 2005 has allowed us to benefit 
fully from the rising trend in crude oil and 
natural gas prices. 


There are a number of factors which must 
be considered with regard to the decision 
to enter into commodity hedges. The 
protection of the Company's balance sheet 
is always the most critical factor. This is 
reviewed with a long-term view of commodity 
prices and the projects under development. 


In the past three years, Husky has achieved 
record financial performance and main- 
tained a strong balance sheet. In view of the 
high commodity price environment, the 
Board of Directors considered the strong 
cash flows in excess of the capital require- 
ments and decided that shareholders 
should benefit directly from the excess. 


The Board of Directors will consider and 
approve dividends at the appropriate time 
based on projections of financial perform- 
ance, the strength of our balance sheet and 
capital requirements at that time. 


Q5 

Husky has announced that its production 
guidance will be approximately 10 percent 
greater than the 2005 guidance. Con- 
sidering the 2005 actual production, how 
does the Company plan to achieve its goal 
of a 10 percent increase for 2006? 


The unseasonably wet weather in Western 
Canada during most of 2005 impacted our 
production. With White Rose expected to 
reach peak production in the first six 
months of 2006, we have announced a 
significant increase in our production 
guidance for 2006. The start-up of 
production from Tucker, which is not 
included in our 2006 production guidance, 
will lead to significant growth in 2007. 


Proven reserves were 985 million barrels 
of oil equivalent at the end of 2005, an 
increase of 8 percent compared to the 
previous year, excluding the heavy oil 
revision in 2004. White Rose and ‘Tucker 
accounted for the bulk of the increase. 
Proven reserves however, represented less 
than 18 percent of Husky’s total proven, 
probable and possible reserves which 
amounted to 5.6 billion barrels of oil 
equivalent at the end of 2005. 


This significant resource base provides a 
strong foundation for continued growth in 
proven reserves and production as the 
Company executes its exploitation and 
development strategy offshore Canada’s 
East Coast, in the oil sands and internation- 
ally. Successful exploration and acquisition 
activities should add further to the resource 
base over time. 


QUESTIONS AND ANSWERS 


Q7 

How is Husky going to reduce operating 
expenses in view of the market trend of 
increasing costs? 


Full year operating costs for 2005 were 
$8.12 per barrel of oil equivalent, compared 
with $7.32 per barrel of oil equivalent in 
2004. Costs were impacted by increased 
fuel and power costs, higher trucking, 
servicing and maintenance rates and 
weather delays. 


Husky will continue to focus on the 
controllable elements of operating costs 
such as trucking, service and maintenance 
costs. This will be achieved by expanding the 
pipeline system to support production 
growth, and optimizing service and main- 
tenance schedules. When White Rose 
attains peak production in 2006, operating 
costs should average approximately $3.00 
to $3.50 per barrel. This will help improve 
the corporate cost average. 
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Q8 

Early in 2005 Husky announced the 
Summit Creek discovery in the Northwest 
Territories. The B-44 location, in which 
Husky has a 29.5 percent working 
interest, tested at a rate of approximately 
10,000 barrels of oil equivalent per day. 
What are the next steps for developing 
this location? 


Summit Creek B-44 represents the first 
hydrocarbon discovery in the Central 
Mackenzie Valley since Norman Wells was 
discovered in 1920. 


Husky and its partners hold EL 397 and 
adjacent lands totalling 2,400 square 
kilometres. Husky completed a 200- 
kilometre 2-D seismic program on EL 397 
in 2005 and commenced drilling of two 
wells in the Summit Creek area in January 
2006. Summit Creek K-44 will appraise the 
discovery encountered in the Summit 
Creek B-44 well and the Stewart D-57 
exploration well will evaluate multiple 
zones. As these locations are in a remote 
area with limited winter-only drilling access, 
well testing may have to be deferred until 
the next winter drilling season. 


- Q9 


How does Husky plan to develop its 
200,000 barrel per day Sunrise Oil Sands 
Project and control costs if most of its 
peers are experiencing difficulty in 
developing their projects on-budget and 
on-schedule? 


Husky recognizes the challenge of 
developing the Sunrise Project in the 
current high level of activity environment. 
Husky received regulatory approval for 
the 200,000 barrel per day upstream 
development and we are currently 
reviewing the project to determine the 
optimal design capacity. We intend to 
develop Sunrise in stages that will employ 
our project management expertise acquired 
from developing our Tucker and White Rose 
Projects, maximize modularization and 
access global engineering resources. 


The project will be developed with the strict 
financial discipline and diligence that we 
have used in our other projects. We are 
working on a full-cycle economic model 
with a focus on upstream development, 
upgrading, transportation and marketing of 
the bitumen from Sunrise. 


Q10 

What are Husky’s plans with respect to 
upgrading and refining the production 
from its Tucker and Sunrise leases? Will! 
the production be processed at the 
Lioydminster Upgrader? 


Husky understands the midstream and 
downstream challenges inherent in devel- 
oping our oil sands leases. The production 
from the Tucker Oil Sands Project will be 
processed at the Lloydminster Upgrader. 
The Lloydminster Upgrader is on schedule 
to reach 82,000 barrels per day later in 
2006 after completion of the debottle- 
necking projects. After completion, Husky 
will have 109,000 barrels per day of 
processing capacity in the Lloydminster 
area including 27,000 barrels per day of 
refining capacity from its asphalt refinery. 


For the Sunrise Oil Sands Project, the 
Company is completing a review of its 
alternatives for full-cycle economics 
including downstream investments to 
ensure we capture the full integrated 
value of Sunrise. 


Qi 

How does the Husky Heavy Oil Upgrader 
contribute to the value chain of your 
integration? Do you have plans to expand 
this facility to keep pace with your growth 
in heavy oil and plans for the oil sands? 


Qi2 

Now that Husky has completed the White 
Rose project ahead of schedule and 
on-budget, what other projects or pians 
is Husky considering for development 
offshore the East Coast of Canada? 


The Upgrader’s strong contribution to 
Husky's net earnings reflects the value of 
our integration by capturing the high price 
differential between the heavy oil feedstock 
processed through the Upgrader and the 
premium synthetic crude oil produced. 


This midstream asset substantially elimi- 
nates Husky's exposure to volatile heavy 
and light oil price differentials. By upgrading 
our heavy oil into higher valued synthetic 
oil, we effectively become a light oil 
producer. 


The Upgrader as originally designed had a 
production throughput capacity of 52,000 
barrels per day. Through various deboitle- 
necking projects we have expanded the 
plant and are on track to reach 82,000 
barrels per day in 2006. The volumes from 
Tucker will be processed at the Upgrader 
as the quality of the production is similar 
to the heavy oil currently being processed. 
With our projected growth in heavy oil and 
the addition of the Tucker volumes by the 
end of 2006, we are reviewing the feasibility 
of expanding the facility. 


Husky's priority is to achieve peak 
production of 100,000 barrels of oil per day 
at the White Rose oil field. 


Husky's strategy is focused on exploiting 
our existing core assets through delineation 
drilling to further define the White Rose oil 
and natural gas fields. Adding reserves and 
additional production would be an effective 
use of our production infrastructure in the 
Jeanne d’Arc Basin. 


Husky is planning to increase the Company's 
asset base by acquiring additional 
exploration acreage, pursuing acquisition 
opportunities and continuing a strong 
exploration program. 


QUESTIONS AND ANSWERS 


Report on Operations 


As one of Canada’s largest energy and 
energy-related companies, Husky has 
built a diversified business portfolio 
within Canada and internationally. 
Most of Husky’s producing assets 

and midstream and refined products 
facilities are in Western Canada. 
Canada’s East-Coast is the site of 
Husky's most recent achievement, 
first oi! at the White Rose oil field 


offshore Newfoundland and Labrador. 


; and Gas Production 
89% 000 boe/day 


Western Canada 


6% 


East Coast 


5% 


International 


ASSETS Western Canada 


Western Canada 
Sedimentary Basin 
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2 


Heavy Oil 
Lloydminster 


3 


Oil Sands 
Tucker 


Sunrise 


Husky is'growing its asset portfolio 


outside of Canada. Husky has 
production operations offshore China 
and extensive exploration acreage in 


2005 Product Mix 


the-Medura Straits, offshore Indonesia. 


20% 
Light Crude Oi! & NGL 


10” 
Medium Crude Oil 
36% 


Natural Gas 


» 34% 
Heavy Crude Oil 


Canada’s international Midstream 7 Refined Products 
4 East Coast 5 Offshore China 6 Lloydminster Upgrader Lloydminster 
White Rose Offshore Hardisty Terminal Asphalt Refinery 
Terra Nova Indonesia Pipeline Infrastructure Prince George 
Light Oil Refinery 


Meridian Cogeneration 


Power Plant Lloydminster & Minnedosa 


Ethanol Plants 
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Western Canada is a mature basing but with Husky's significant 
- land and pipeline infrastructure, and geological and geophysical 
~ knowledge there are many tight gas and gas from coal opportunities. 
\~ With improved oil recovery technologies, there is still potential in 
the basin. If ot an = ities are seletteds there are still 
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Production 


Husky plans to drill low-risk shallow gas prospects in the northwestern Alberta 
plains, and in southern Alberta and Saskatchewan that utilize our existing 
infrastructure, and higher-risk, but greater potential, deep gas prospects in the 
British Columbia and Alberta foothills. 


We have the potential to grow gas volumes from our existing east central and 
southern Alberta leases through a joint venture to extract natural gas from coal 
(NGC). During 2005, natural gas volumes increased to 10 million cubic feet per 
day. We plan to drill 300 wells in 2006 to increase NGC production to 35 million 
cubic feet per day. 


Husky will start its second enhanced oil recovery project in June 2006 with an 
alkaline-surfactant-polymer (ASP) flood in the mature, water-flooded Taber 
Mannville B Pool. The $70 million pilot project received $10 million in royalty 
relief under the Government of Alberta's Innovative Energy Technologies Program. 


Exploration 


In May 2005, Husky became operator of Block EL 397 containing the Summit 
Creek B-44 discovery in the Central Mackenzie Valley area of the Northwest 
Territories. Test rates showed an estimated natural gas production of 20 million 
cubic feet per day and 6,000 barrels per day of light oil and condensate. It is 
the first significant oil discovery in the Central Mackenzie Valley since 1920. Husky 
and its co-venturers hold 2,400 square kilometres in the area. During the year 
Husky completed a 2-D seismic program and plans to drill two wells in the Summit 
Creek area in 2006. 


Husky plans to drill 250 exploratory wells in 2006, targeting a variety of plays 
in the foothills, deep basin, northeastern British Columbia and Alberta plains, 
including natural gas from coal. 
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CONVENTIONAL 
OIL & GAS ASSETS 


* Average working 
interest: 90% 


* 2005 average daily 
production: 


* Light oil and NGL: 
31 mbbis/day 


* Medium oil: 
31 mbbls/day 


+ Natural gas: 
680 mmcf/day 


* Proved and 
probable natural 
gas reserves: 
2,542 bcf 


* Proved and 
probable oil and 
NGL reserves: 
330 mmbbIs 


* Oil and gas 
landholdings: 
7.54 million acres 


* Fully load our 
production 
infrastructure and 
farm out inactive 
lands 


* Maintain reserve 
replacement over 
100% 


* Maintain an average 
reinvestment ratio 
of 50% to 60% 


* Focus on health, 
safety and 
environmental 
performance 


* Focus on controlling 
operating and 
capital costs 
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Canada’s Largest’ Heavy Oil Producer 


2005 Production Proved.and Probable Reserves Acreage 
106,000 291 million 1.5/7 million 
barrels per day barrels as of acres 


December 31, 2005 
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Husky has been a pioneer in the development and production of heavy oil and 
remains the dominant player. Our position is enhanced by synergies with our 
nearby heavy oil upgrader and asphalt refinery, and 1.1 million acres of undeveloped 
and 415,000 acres of developed landholdings. 


Wet weather during much of the year impacted our drilling program and 
production capacity. A major portion of our drilling program was delayed until 
the last quarter of 2005 and production dropped some 10,000 barrels per day. 


Despite production disappointments Husky made some significant achievements 
in controlling costs. Our single-well monitoring and production optimization 
initiative reduced our annual servicing costs by some $15 million. By substituting 
propane and purchased gas with natural gas recovered from our wells, costs 
have been reduced by $5 million. We have also improved the efficiency of 
our trucking, maintenance and sand handling systems to save an additional 
$14 million per year. 


Development and Production 


Husky plans to replace 100 percent of our production by drilling 500 wells during 
2006. Production at Celtic/Bolney will be increased to 14,000 barrels per day 
during the year and the Lashburn thermal project will be expanded to produce 
4,000 barrels per day by late 2007. 


We plan to become the low-cost operator and developer of heavy oil by 
implementing more efficient transportation solutions such as expanded 
pipelining and improved trucking, utilizing technology to optimize thermal and 
cold-enhanced oil recovery, increasing exploration efforts in undeveloped areas, 
and the effective development of the remaining main pools. 


Lloydminster 


n Lloydminster 
Refinery 


Upgrader 


Alberta | Saskatchewan 


HEAVY OIL 
ASSETS 


OUTLOOK 


* Grow heavy oil 
production by over 
10% in 2006 


* Average working 
interest: 98% 


* 2005 average * Drill 500 wells 
production: * Seek new 
106 mbbls/day opportunities 
* Proved and to implement 


thermal recovery 
technology and 
develop cold 
enhanced oil 
recovery 
technology 


probable reserves: 
291 mmbbis 


* Landholdings: 
1.57 million acres 


* Focus on health, 
safety and 
environmental 
performance 


* Focus on controlling 
operating and 
capital costs 
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- Tucker 


Construction on the Tucker Oil Sands Project, 30 kilometres northwest of Cold 
Lake, Alberta, began in the fall of 2004. The project is anticipated to be 
commissioned and producing oil using a steam-assisted gravity drainage (SAGD) 
process by the end of 2006. During the 35-year project life we expect to produce 
348 million barrels of bitumen with peak production of more than 30,000 barrels 
per day. Tucker is very attractive for Husky as it is near our Cold Lake pipeline 
system and heavy oil upgrader in Lloydminster, Saskatchewan. 


The project has met key milestones and stayed within budget. This is a major 
achievement given the cost pressures and wet weather the industry experienced 
in 2005. It results from action taken to develop project scope and secure critical 


contracts and resources prior to construction. 


Sunrise 


Husky estimates that the Sunrise Oil Sands Project, 60 kilometres northeast of 
Fort McMurray, Alberta, could produce 3.2 billion barrels of bitumen over a 40-year 
period. Excellent reservoir quality and an average pay thickness of over 40 metres 
in the first phase area of the project are expected to yield low steam-to-oil ratios 
and low unit operating costs. Regulatory approval for the phased development 
of a 200,000 barrel per day SAGD project was obtained in December 2005. 
The Company is progressing developmental work on the upstream side and 
reviewing its downstream alternatives including upgrading, refining, transportation 
and marketing. 


Caribou and Saleski 


Caribou contains 2.5 billion barrels of bitumen in place in the Clearwater sand 
deposits and can be developed with established techniques. Husky's landholdings 
at Saleski contain 16.8 billion barrels of bitumen in place in the Grosmont 
Carbonate formation. Pilot projects will be required to determine the optimal 
recovery method. 


Peace River Deposit 
Fort McMurray 


Athabasca 
Deposit 


Cold Lake 
Deposit 


Cold Lake 


Sunrise 


Tucker 


TUCKER 


* Working interest: 
100% 


* Capital cost to first 
oil: S500 million 


* Contract: Lump 
sum for central 
processing facility 


* Commence steam 
injection: Q3 2006 


+ First production: 
3 to 6 months after 
commissioning 
steam injection 


* Proved reserves: 
48 mmbbls 


* Proved, probable 
and possible 
reserves: 

348 mmbbIs 


+ Anticipated 
production: 
30+ mbblis/day 


OIL SANDS LEASES 


SUNRISE 


* Working interest: 
100% 


* Probable reserves: 
850 mmbbIs 


+ Probable and 
possible reserves: 
3.2 billion bbls 


* Peak production: 
200,000 bbls/day 


OUTLOOK 


* Establish 
commercial in-situ 
bitumen production 
at Tucker 


* Develop Sunrise 
in coordination 
with the required 
regional 
infrastructure, 
marketing and 
transportation 
solutions 


Net acreage: 425,930 acres 


Lease Original Bitumen in Place 
Tucker 1,270 mmbblIs 

Sunrise 10,600 

Caribou 2,500 

Saleski 16,800 

Others 2,380 

Total 33,550 mmbbis 
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~ Husky eeeeciclty achieved first oil for White Rose ahead of schedule 
and on- budget. ‘White. Rose cepresents.a significant accomplishment 
and provides Husky with a platform for future growth. Satellite 
“fields and future finds from successful delineation and exploration 
drilling in the area will be tied into the White Rose infrastructure, 
adding production and reserves, and extending field life. 


R.B. (Ruud) Zoon, Vice President, East Coast Operations 
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A Platform for Future Growth: White Rose in Production 


Total Terra Nova and Terra Nova and White Rose Jeanne d'Arc Basin Acreage 
White Rose 2005 Production Proved and Probable Reserves e e 
17,200 PACT Maniiiiela 1.37 million 

! acres 
barrels per day barrels as of 


December 31, 2005 
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Canada's East Coast plays a key role in achieving our corporate medium and 
long-term production targets. In addition to our holdings in the White Rose and 
~ Terra Nova developments, we are one of the largest holders of offshore exploration 
acreage in the Jeanne d'Arc Basin. With White Rose on-stream, we anticipate 
j to significantly increase production from the East Coast to between 60,000 and 
67,000 barrels per day net to Husky in 2006. Our growth strategy is focused 
on fully exploiting and building on our existing core asset positions. This will 
include both delineation and exploration drilling in 2006. 


q 


- Overall, we are targeting to increase production to 100,000 barrels per day by 
- 2010 by developing White Rose satellite tie-backs and additional Terra Nova 
reserves. Natural gas exports are expected to significantly add to production 
in the longer term. 


_ White Rose 


‘First oil from the White Rose Project was achieved in November 2005. Gross 
peak production is anticipated to be 100,000 barrels per day, 72,500 net to Husky. 


| Completed on-budget at a cost of $2 billion, the White Rose Project has 

demonstrated Husky's ability to successfully execute a large capital project. During 
- 2006, further delineation of gas reserves in the area will support feasibility studies 
into the potential for natural gas exports. 


_ Terra Nova 


d In 2005, Husky's production share averaged 12,400 barrels of oil per day. At 
_ the end of the year, remaining proved reserves were estimated at 20 million barrels 
and probable at 13 million barrels. During 2006, we will support the joint venture 
in improving the operational performance of the Terra Nova FPSO vessel and 
in further delineating the Terra Nova reserves. 


Hod 
ee le Island 
& 
Sable Basin 


Jeanne d’Arc 
Basin 


Terra Nova 
White Rose 


WHITE ROSE 


* Working interest: 
72.5% 


* Husky's share: 


* Proved and 


probable reserves: 


173 mmbbls 


* Peak production: 
72,500 bbls/day 


* Number of wells: 
19 - 21 


+ Field life: 
12 - 15 years 


HOLDINGS 


+ Significant 
discovery areas: 15 


* Exploration 
licences: 11 


* Production 
licences: 2 


* Exploration 
acreage: more than 
1 million acres 


OUTLOOK 


White Rose 
* Delineate White Rose 
oil and gas reserves 


* Husky's share in 
2006: average 
50,000 - 55,000 
bbls/day 


* Focus on controlling 
operating and 
capital costs 


* Focus on health, 
safety and 
environmental 
performance 


Terra Nova 
* Working interest: 
12.51% 


* Delineate Terra 
Nova Far East 
South reserves 


* Husky's share in 
2006: average 
10,000 - 12,000 
bbls/day 


Exploration 

« Evaluate holdings 
in the Jeanne d’Arc 
Basin 
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5 International 


Husky is increasing’its efforts to grow its international ass . 
portfolio and pufsue promising opportunities outside of Ca 
diversify our asset base. We're currently undertaking exploration, 
development and production projects offshore China and Indonesia, — 
and looking at expanding opportunities elsewhere in the world. 


S ect, Exploration 


D.R. (Dave) Taylor, Vice” 
+ oh OL ae: 
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China 


Husky's acquisition of Wenchang, in the South China Sea, in 2002 provided a 
production base in Southeast Asia for the Company to build on. While Wenchang 
is now a mature field it has been highly profitable, enabling Husky to position 
itself with good exploration prospects near major oil and natural gas markets 
in China. We still see opportunities in the Wenchang field and plan to drill four 
infill development wells in 2006. 


During 2006, our exploration plan is to drill in Block 29/26, in the South China 
Sea, at a water depth of 1,300 metres where we have identified a large gas-prone 
structure. We have also identified two gas-prone structures in Block 04/35, 300 
kilometres east of Shanghai, where we plan to drill an exploration well in 2006. 


Indonesia 


Husky’s production sharing contract (PSC) in the Madura Strait offshore Indonesia 
offers great potential. The PSC contains two discoveries, the BD gas field and 
the MDA gas field, which also offer significant exploration promise. 


The BD field has discovered resources of 515 billion cubic feet of natural gas 
and 23 million barrels of natural gas liquids, which includes probable reserves 
of 167 billion cubic feet of natural gas and 9 million barrels of oil and natural 
gas liquids, based on the current term of the PSC. We plan to have approval for 
a development plan, a gas sales agreement and an extension to the production 
sharing agreement in 2006. With the signing of the PSC extension we anticipate 
that an additional 348 billion cubic feet of natural gas and 14 million barrels of 
natural gas liquids will be classified as probable reserves. 


Development planning for exploiting the BD field is under way with first production 
expected in late 2008 or early 2009. 
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Madura PSC 


WENCHANG PROJECT 
SUMMARY 


* Working interest: 40% 
* Husky's share: 


+ Proved and probable 
reserves: 20 mmbbis 


+ 2005 average 
production: 
16 mbbls/day 


+ Field life: 10 - 12 years 


INDONESIA 


Madura BD Field 
* Working interest: 
100% 


+ Discovered resource: 
- Natural gas: 515 bcf 
* Liquids: 23 mmbbls 


* Production estimate: 
100 mmcf/day plus 
6,000 bbls/day of 
natural gas liquids 


- First production: 2008 


MDA Field 
* Discovered resource: 


+ Natural gas: 150 bcf 


OUTLOOK 


China 

+ Additional 
development drilling 
at Wenchang 


* Continue exploration 
on existing blocks 


Indonesia 
* Commercialize the 
Madura BD field 


* Determine economic 
viability of Madura 
MDA field 


* Pursue exploration 
potential on Madura 
Strait block and 
other expansion 
opportunities 
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Upgrader Throughput 
Capacity 
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2005 Commodi tpl untae: 
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barrels of oil equivalent 
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Heavy Oil Upgrader 


Husky's heavy oil upgrader at Lloydminster, Saskatchewan, processes heavy oil 
feedstock into premium quality synthetic crude oil for sale to refiners in Eastern 
Canada and the United States. During the year it processed 66,600 barrels of 
heavy oil per day. Debottlenecking projects are under way to increase throughput 
capacity to 82,000 barrels of heavy oil and diluent per day by the end of 2006. 
The Company is also undertaking front-end engineering in preparation for a 
possible expansion to increase the upgrader's throughput capacity to 140,000 
barrels per day. 


Facilities and New Ventures 


Husky owns and operates a 2,050-kilometre pipeline system that extends from 
Cold Lake, Alberta to Lloydminster and down to our terminal at Hardisty, Alberta. 
The Hardisty Pipeline Terminal handles crude for Husky and third parties, and 
injects a crude oil stream, composed of several crude oil and diluent streams, 
known as Western Canadian Select, into the Enbridge, IPF and KinderMorgan 
pipeline systems. The terminal handles in excess of 430,000 barrels per day of 
product ranging from light and synthetic to blended heavy crudes, and accounts 
for over 25 percent of the total volume of crude oil exports from Western Canada. 


Commodity Marketing 


By capturing that portion of the value chain between the well head and the 
end-user, Commodity Marketing aggregates, supplies, transports and stores 
proprietary and third-party crude oil, natural gas, liquids, sulphur and petroleum 
coke. Husky's Commodity Marketing group took the lead in marketing oil from 
White Rose to refiners in Eastern Canada, and the U.S. East and Gulf Coasts. 


Commodity marketing volumes exceeded 950,000 barrels of oil equivalent per 
day during 2005. New sales and financial records were set for petroleum coke, 


crude oil and natural gas. 


Tucker 
Interconnection 


Lloydminster 
Asphalt Refinery 


Husky's 
Pipeline 
System 


Saskatchewan 


Lloydminster 
Upgrader 


Hardisty Terminal 
and Western Canada 


Select Blending 
FACILITIES OUTLOOK 
+ Upgrader + Increase natural 
throughput gas storage 
capacity: business 
77,000 bbls/day - Expand 
* Pipeline system: transmission 
2,050 km pipelines 
* Crude oil storage + Increase 
capacity: throughput of 
2.3 mmbbIs Western Canada 
+ Natural gas storage eee Biehd 
capacity: 25 bcf * Complete 
+ Cogeneration: Se ee 
upgrader 
* 215 MW facility, debottlenecking 
Lloydminster, S.K.: project 


50% ownership 
interest 


* 90 MW facility, 


Rainbow Lake, A.B.: 


50% ownership 
interest 
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[ Refined Products 


By every possible measure 2005 was a great year for Refined 
Products. Our light oil strategy continued to show results by 
increasing throughput per retail outlet, reducing operating unit 
costs, rolling out our “Husky Market" retail concept, and promoting 
ethanol-blended fuels. These efforts were supported by our Clean 
Fuels Project at the Prince George refinery, and construction of 
two ethanol plants to meet the demand for ethanol-blended fuels. 


D.R. (Don) Ingram, Senior Vice President, Midstream & Refined Products 
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across Canada 


Throughput Capacity 
Prince George Refinery 


10,000 


barrels per day 


Throughput Capacity 
Lloydminster Asphalt Refinery 
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Retail Network 


Husky and Mohawk-branded fuels are marketed through more than 500 retail 
outlets, travel centres and bulk distributors from Vancouver Island to Ontario. 
During 2005, average throughput per location was 4.6 million litres or almost 
9 percent higher than 2004. Throughput per location has increased 27 percent 
over the past four years. Ancillary margin from sales other than fuel was a record 
$34 million or 13 percent greater than 2004. 


Prince George Light Oil Refinery 


Unleaded gasoline, seasonal diesel fuels, butane and propane mix, and heavy 
fuel oil are produced at our Prince George Refinery. Low-sulphur gasoline 
production commenced in August following completion of phase one of our Clean 
Fuels Project. Refinery throughput will increase to 12,000 barrels per day when 
phase two, an upgrade to produce low-sulphur diesel fuel and a refinery expansion, 
is completed in mid-2006. 


Ethanol Production 


Husky plans to become Western Canada's largest producer of ethanol. Currently, 
we produce 10 million litres of ethanol per year at our facility in Minnedosa, 
Manitoba. This figure will increase to 140 million litres per year when our 
130 million litre per year plant at Lloydminster, Saskatchewan is commissioned 
in mid-2006 and to 260 million litres per year when an expansion of the Minnedosa 
plant becomes operational in late 2007. 


Asphalt Refining and Marketing 

The asphalt refinery in Lloydminster, Alberta produces asphalt products used 
for road construction and maintenance, and building materials, in addition to 
locomotive blendstock and specialized oil field products. 


Lloydminster 


Asphalt Refinery/ 


Ethanol Plant 
J 


Minnedosa 


Prince George 
Light Oil Refinery 


PRODUCTION 
FACILITIES 


* Emulsion Plants/ 
Asphalt Terminals: 
8 


* Prince George 
Refinery: 
10,000 bbls/day 


« Lloydminster 
Asphalt Refinery: 
27,000 bbls/day 


* Minnedosa Ethanol 
Plant: 10 million 
litres/year 


OUTLETS 
* Total outlets: 515 


Ethanol Plan’ 


OUTLOOK 


* Increase 
throughput per 
location by 3.5% 


* Increase ancillary 
income by 2.5% 


Increase asphalt 
volumes by 4% 


Commission the 
Lloydminster 
Ethanol Plant in 
mid-2006 


* Commission the 
Minnedosa Ethanol 
Plant in Q4 2007 


* Upgrade the Prince 
George refinery to 
produce low- 
sulphur gasoline 
and diesel fuels 
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Health, Safety anid Environment: 4 


}.. sBays Worked without’a Lost, Time 
Accident at Heavy Oil Upgrader 


A Amitlion 


person-days (9:5 years) 


Reclamation Certificates 
and: Releases 


641 


received in'2005 


Recognition : : 
One of Alberta's : 


Top: 20 


Employers 
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Safety and Education 


Higher activity levels in the oil and gas sector have led to a scarcity of skilled 
and experienced workers. To ensure a safe workplace, Husky is working with our 
contractors and the industry in developing safety training and procedures for workers. 


The Company is impacted by the shortage of qualified potential employees as 
we proceed to commissioning several of our major projects. We are working with 
other interested organizations on a process to recognize educational and 
professional qualifications from foreign institutions. 


Environmental Stewardship 


To minimize the impact of our operations on the environment, Husky has developed 
a well and facility “life cycle” approach for our assets. It begins with documenting 
public consultation and stakeholder commitments, establishing clarity with 
regulators, and monitoring and addressing site-specific environmental issues and 
their reclamation or remediation solutions until the sites are formally abandoned. 


Our well site reclamation program received over 641 reclamation certificates 
and releases from regulators in 2005. We also have an extensive reclamation 
program to restore our older sites in our midstream and downstream operations 
and make them commercially viable. 


Public Consultation 


Husky's proactive approach to meeting with stakeholders, discussing their 
concerns and balancing their interests to seek lasting solutions has ensured solid 
public support for constructing our ethanol plants in Lloydminster, Saskatchewan 
and Minnedosa, Manitoba, and our Tucker Oil Sands Project. 


Regulatory Compliance 


Husky is continually improving its health, safety and environmental policies and 
practices to comply with current and anticipated regulatory changes. The 
Company emphasizes with each of our employees and contractors, from the senior 
management level to the field worker, that each has responsibility for 
protecting the health and safety of their work colleagues and the public. In 
addition, our health, safety and environmental management systems are 
constantly updated to ensure that we meet or exceed our responsibilities. 


Prince George Refinery 
Rainbow Lake 


Lloydminster 


<~ _ White Rose 


Refinery/Upgrader 
Ram River 
RECOGNITION OUTLOOK 


Husky was honoured 
to receive the 
following: 


* Recognition as one 
of Alberta's Top 20 
Employers 


* Alberta Human 
Rights & Citizenship 
Commission 
Diversity 
Leadership of 
Distinction Award 


* CPR Chemical 
Shipper Safety 
Award 


- Exceed established 
health, safety and 
environmental 
standards 


* Hire contractors 
who demonstrate 
best safety 
practices and 
environmental 
awareness 


+ Implement new 
environmental 
data information 
management 
system 


SOCIAL RESPONSIBILITY 


fon i in a socially responsible manner and 
€ communities where we do business. Our 
Yee stment program focuses on those areas which we 
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Education 


Husky believes that contributions to education are an investment in the future 
of our society, and that we can help educational institutions meet the challenge 
to produce knowledgeable and skilled graduates. Husky has taken a leadership 
role in creating educational and research opportunities at Canada’s universities. 
In 2005, we contributed $1 million to establish two research chairs in biofuels 
at the University of Manitoba. The Company has also established research chairs 
at the University of Calgary and Memorial University, and funded educational 
initiatives at secondary and post-secondary educational institutions. 


Community Investment 


Husky's commitment to the communities where we operate is supported by our 
Community Investment Program. During 2005, we contributed over $3 million 
to more than 450 charities including $335,000 for a computerized tomography 
(CT) scanner for the Lloydminster Region Health Foundation and $100,000 
towards the purchase of diagnostic equipment for the Cypress Regional Hospital, 
in Swift Current, Saskatchewan. Funds were also contributed towards community 
recreational facilities in Ram River, Bonnyville and Athabasca, Alberta. 


Husky matches employees’ donations to selected charities. Under our Annual 
Employee Charitable Donations Program the Company and our employees donated 
$650,000 to 46 charities in 2005. During the year Husky and our employees 
also contributed to relief efforts for the Asian tsunami disaster and participated 
in the Share the Magic Book drive, an initiative to improve literacy among children 
with learning disabilities. 


Aboriginal Affairs 


Many of Husky's projects are near Aboriginal communities. To ensure that the 
concerns of these communities are addressed we have signed agreements with 
11 first nations which reflect our flexible approach in consulting with them. In 
addition, we have initiatives that promote educational attainment, support 
community wellness and foster economic development. 


HUSKY HAS 
SIGNED 
AGREEMENTS 
WITH THE 
FOLLOWING 
FIRST NATIONS: 


» Athabasca 
Chipewyan 

* Bigstone Cree 

* Cold Lake 

* Fort McKay 

* Frog Lake 

* Kehewin Cree 

+ Loon River 

+ Lubicon Lake 

* Mikisew Cree 

* Whitefish Lake 

* Woodland Cree 


HONOURS AND 
RECOGNITION 
RECEIVED: 


+ 2005 Clearsight 
Wealth Management 
Friend of Education 
Award from the 
Canadian Council 
for the 
Advancement 
of Education 


* 2005 Calgary 
Chamber of 
Commerce Salute 
to Excellence Award 


* Lloydminster 
Community 
Contribution Award 


OUTLOOK 


Husky will continue 
its commitment to 
social responsibility 
by: 


* encouraging the 
advancement of 
education 


* improving the 
quality of life in the 
communities where 
we operate 


* focusing on 
initiatives that 
maximize the value 
of our contributions 
and provide long- 
term benefits 


* providing 
opportunities 
for Aboriginal 
communities 
to share in the 
benefits of 
economic 
development 


COMMUNITY INVESTMENT 
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Management's Discussion and Analysis 
February 16, 2006 


Introduction 


Intention of Management's Discussion and Analysis (“MD&A") 
This MD&A is intended to provide a wide range of readers with information explaining Husky's financial and operational performance 


against performance in prior periods and expected or planned performance. It also describes our ability to deliver expected results 
from our current plans. 


Review by the Audit Committee 
This MD&A was reviewed by the Audit Committee and approved by Husky's Board of Directors on February 16, 2006. Any events 
subsequent to that date could conceivably materially alter the veracity and usefulness of the information contained in this document. 


Husky may, but is not obligated, to provide updates to its forward-looking statements in its subsequent interim MD&A filings or in 
subsequent news releases filed or furnished to regulatory agencies. 


Additional Husky Documents that should be considered by the Reader 

This MD&A should be read in conjunction with the Consolidated Financial Statements and related Notes. The readers are also encouraged 
to refer to Husky's interim reports filed in 2005, which contain MD&A and Consolidated Financial Statements, and Husky's Annual 
Information Form filed separately with Canadian regulatory agencies and Form 40-F filed with the Securities and Exchange Commission 


("SEC"), the U.S. regulatory agency. These documents are available at www.sedar.com and www.sec.gov, respectively. 


Use of Pronouns and Other Terms Denoting Husky 
In this MD&A the pronouns “we”, “our” and “us” and the term “Husky” denote the corporate entity, Husky Energy Inc. and its subsidiaries 


on a consolidated basis. 


Standard Comparisons in this Document 
Unless otherwise indicated, the discussions in this MD&A with respect to results for the year ended December 31, 2005 are compared 
with results for the year ended December 31, 2004 and, similarly discussions with respect to Husky's financial position as at December 31, 


2005 are compared with its financial position at December 31, 2004. 


Reclassifications and Materiality for Disclosures 
Certain prior year amounts have been reclassified to conform with current year presentation. Materiality for disclosures is determined 


on the basis of whether the information omitted or misstated would cause a reasonable investor to change their decision to buy, 


sell or hold the securities of Husky. 


Additional Reader Guidance 
The Consolidated Financial Statements and all financial information included and incorporated by reference in this MD&A have been 


prepared in accordance with Canadian generally accepted accounting principles ("GAAP"). The effect of significant differences between 
Canadian and United States accounting principles is disclosed in Note 19 of the Consolidated Financial Statements. 

All dollar amounts are in millions of Canadian dollars, unless otherwise indicated. Unless otherwise indicated, all production volumes 
quoted are gross, which represent Husky's working interest share before royalties. Prices quoted include or exclude the effect of hedging 
as indicated. Crude oil has been classified as the following: light crude oil has an API gravity of 30 degrees or more; medium crude 
oil has an API gravity of 21 degrees or more and less than 30 degrees; heavy crude oil has an API gravity of less than 21 degrees. 

The Company uses the terms barrels of oil equivalent (“boe") and thousand cubic feet of gas equivalent (“mcfge"), which are 
calculated on an energy equivalence basis whereby one barrel of crude oil is equivalent to six thousand cubic feet of natural gas. 
Readers are cautioned that the terms boe and mcfge may be misleading, particularly if used in isolation. This measure is primarily 


applicable at the burner tip and does not represent value equivalence at the well head. 


Forward-looking Statements 
This MD&A contains forward-looking statements. These statements are based on certain estimates and assumptions and involve 


risks and uncertainties. Actual results may differ materially. See Section 10. “Forward-looking Statements” for additional information. 
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1. Vision 


CORE BUSINESSES 


Our operations are organized into three major business segments: 


Upstream 

The upstream business includes the exploration for and development and production of crude oil, natural gas, natural gas liquids 
(“NGL”) and sulphur. Our upstream operations are primarily located throughout the Western Canada Sedimentary Basin in the provinces 
of Alberta, Saskatchewan and British Columbia. We also have significant operations off the East Coast of Canada in the Jeanne d’Arc 
Basin and we are currently evaluating development potential in the Mackenzie Valley in the Northwest Territories. Outside of Canada, 
we are involved in China including exploration in the South China Sea near Hainan Island and the East China Sea east of Shanghai 
and production at Wenchang in the South China Sea. In Indonesia, we are in the early stages of developing a natural gas and NGL 
property in the Madura Strait offshore Java. 


Midstream 

The midstream business includes the operation of a heavy oil upgrader with a capacity in excess of 60,000 barrels of synthetic 
crude oil per day located at Lloydminster, Saskatchewan, pipeline systems with combined capacity in excess of 500,000 barrels per 
day in the heavy oil producing regions between Cold Lake, Alberta south through Lloydminster to Hardisty, Alberta, crude oil and 


natural gas storage facilities, cogeneration and commodity marketing activities. 


Refined Products 

The refined products business includes the operation of a recently upgraded 11,000 barrel per day full slate refinery in Prince George, 
British Columbia, a 25,000 barrel per day asphalt refinery in Lloydminster, Alberta and a marketing and distribution system with 
locations from the West Coast of Canada to the eastern border of Ontario. We are also currently at various stages of constructing 


ethanol plants at Lloydminster, Saskatchewan and Minnedosa, Manitoba. 


OPERATING AND FINANCIAL STRATEGIES 

Strategic Objective and Measures 

Our mission is “to maximize returns to our shareholders in a socially responsible manner.” Our strategy is to maintain financial discipline 
while optimizing our foundation asset base in the Western Canada Sedimentary Basin and expanding into large scale sustainable 


areas including oil sands, Canada’s East Coast and northern basins and high potential basins offshore Southeast Asia. 


Strategic Plans 
Our ultimate success in achieving our long-term objectives rests on the effective execution of a number of operational and financial 


strategies. In this regard, we employ a planning process that provides critical consideration to our stated strategies and their possible 
outcomes. 


Financial Objective and Strategies 
® maintain debt to capitalization ratio of less than 40 percent; and 


m™ maintain debt to cash flow from operations of less than two times. 
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Upstream Strategies 

m increase production through plant and facility optimization, increased property development, property consolidation and decreased 
tie-in time; 

increase reserves through capital allocation to high-impact areas in the foothills, deep basin and northern plains; 

continue exploration on our large land position in the Jeanne d’Arc Basin and delineation of White Rose satellite prospects; 
continue exploration in China and development of Wenchang satellite prospects; 

development of Indonesian natural gas and NGL property in the Madura Strait and exploration in the area; and 


continue development of oil sands resources starting with first oil at Tucker in 2006. 


Midstream Strategies 

debottleneck and enhance performance of upgrader; 
expand upgrader; 

expand pipeline and facilities; 


expand natural gas storage capacity; and 


centralize sulphur handling facilities. 


Refined Products Strategies 
continue to enhance retail outlets through automation, remodeling and expanded services; 
expand commercial marketing through application of our cardlock system; 
expand ethanol production capacity; 
continue to expand manufacture and use of ethanol as an oxygenate in gasoline; 
optimize throughput per outlet; 
optimize asphalt product mix by seeking customers with high quality requirements; 


expand asphalt marketing reach and distribution network; and 


continue to debottleneck Lloydminster asphalt refinery and improve operational performance. 


We believe that the execution of our current strategic plans as they relate to our current portfolio of assets will attain our mission 
but we will continue to pursue acquisitions and strategic alliances. Our financial objective and strategies are intended to maintain 


our financial condition to facilitate corporate acquisitions of a size and type that will leverage our core portfolio of assets. 


CAPABILITY TO DELIVER RESULTS 
We have and will maintain the financial capacity and flexibility to undertake our strategic plans including major growth projects. We 
have a significant resource in our workforce and will maintain it through increasing investment in training, mentoring, succession 


and retention programs. Our capital investments must meet an established criterion of providing a return on capital employed. 


Upstream Strengths and Challenges 

Our upstream business strengths consist primarily of: 

m large base of producing properties in Western Canada that generally respond well to increasingly sophisticated exploitation techniques 
and will continue to provide a large proportion of cash flow from operations necessary to undertake current and future major 
growth projects; 
significant natural gas potential in the prospective deep basin, foothills and northwest plains; 
longstanding experience in the heavy oil producing areas in the Lloydminster region of Alberta and Saskatchewan combined with 


an extensive infrastructure; 
substantial long-term growth potential in the oil sands regions of Alberta; 
well established exploration capability in the Jeanne d’Arc Basin off the East Coast of Canada now combined with development 


experience with the White Rose oil field; and 
@ well established relationships in Southeast Asia and readily transferable exploitation expertise. 
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Our upstream business will likely be challenged by the following: 

m increasing costs driven by the high level of oil and gas industry activity; 

m labour market skills shortages; 

m highly competitive environment for materials and services required to undertake large projects; 

m increasing difficulty and cost of managing the natural reservoir declines of our properties in the Western Canada Sedimentary 


Basin; 


increasing resistance from opposing special interest groups; and 


increasing political pressure to implement fiscal regimes that might divert material cash flow available for investment. 


Midstream Strengths and Challenges 

Our midstream business strengths consist primarily of: 

® modern reliable heavy oil upgrading facility located in the Lloydminster heavy oil producing region capable of expansion; 
® reliable heavy oil pipeline systems well integrated in the Lloydminster producing region with expansion opportunities; and 
m large scale marketer capable of operating as a market balancer, serving the needs of both customer and supplier. 

Our midstream business will likely be challenged by the following: 

m increasingly heavier crude feedstock requiring expansion and modification of our upgrader; and 


™ competition for pipeline capacity in heavy crude oil producing regions. 


Refined Products Strengths and Challenges 

Our refined products business strengths consist primarily of: 

m@ established niche market with good marketing outlet locations and strategic land position; 

® growing economies of scale for our ethanol production; 

m largest manufacturer of paving asphalt in Western Canada; and 

™ modern asphalt manufacturing facilities located within the Lloydminster integrated infrastructure. 
Our refined products business will likely be challenged by the following: 

m limited access to refining margins due to lack of sufficient refining facilities; 

m motor fuel and related products are increasingly being offered by other industry retailers; and 


m higher transportation costs as a result of plant locations and lack of asphalt distribution network in the U.S. and Eastern Canada. 


KEY PERFORMANCE DRIVERS AND MEASURES 

In order to achieve our mission of maximizing returns to our shareholders in a socially responsible manner we must, in the medium- 
and long-term: 

m find and develop proved reserves of crude oil and natural gas at a price that is competitive with our peers; and 


™ acquire developed and undeveloped properties which complement our portfolio and provide enhanced potential for future sustainable 
growth. 


In the short-term we must: 

m™ competitively optimize production through effective exploitation techniques; 

m™ exercise selective acquisition and divestitures; 

® maintain costs among the industry's lowest cost quartile performers; and 

= continue to progress with the development of our major expansion projects in the Jeanne d'Arc Basin, the Alberta oil sands, the 


Madura Strait natural gas and NGL project and optimization and expansion assessment of the Lloydminster Upgrader. 
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In addition to the metrics presented by financial statements, which are prepared in accordance with Canadian GAAP, we prepare a 
number of additional performance indicators. Although these metrics may not be comparable with other companies they are comparable 
from period to period within Husky. 

The overall corporate performance metrics that we monitor with respect to achieving return to our shareholders’ goals are return 
on equity and return on average capital employed and can be found in Section 2. “Financial and Operational Overview.” 


The individual components of the overall metrics, which we can and must influence, are as follows: 


Revenue Performance 

Our revenues are primarily sensitive to changes in the commodity prices we receive for the products we sell, particularly for our production 
of crude oil and natural gas. Changes in these prices are caused by many factors that are outside of our control. As a result we must 
focus on increasing the volume of the commodities that we produce. The expected results of all plans to increase production must 


achieve minimum rates of return before capital is allocated. Production is subsequently measured against expected results. 


Cost Performance 
Cost of sales and operating expenses comprise many components, a number of which are related to our own business such as energy 
costs and crude oil feedstock for refining and upgrading operations and refined product purchase costs for the majority of our refined 


products marketing operations. Our focus is on optimizing our costs to achieve a competitive position in the industry. 


Capital Performance 

Before capital is allocated to a project its expected benefits must achieve an appropriate rate of return. Capital expenditures are 
monitored on a project by project basis and requirements for capital supplements are approved only by senior executive management. 
Upstream capital, which generally accounts for the majority of our capital budget, is monitored in detail to ensure that it achieves 


the desired result: that of increasing production, optimizing operating expenses or increasing reserves. 


People Performance 

We are continually investigating the factors that influence the development of a high functioning work environment and strong corporate 
culture. It is evident that the competitive edge that is measured with numbers is dependent on the quality of an enterprise's value- 
based culture. To help us foster the development of a value-based culture we monitor attrition rates as well as the results of exit 
interviews; we monitor training statistics and attendance records. We facilitate and maintain a work place that is respectful, inclusive, 
safe and socially responsible. We also keep informed of industry trends to ensure that we are well placed in the market with respect 


to being an employer of choice. 


Health, Safety and Environmental Performance 
We monitor all recordable accidents and all reportable environmental events that involve our operations. In addition, we conduct 


debriefings subsequent to events and regular audits to ensure full compliance. 
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2. Financial and Operational Overview 


OVERVIEW 


Financial Position 


Long-term Debt 
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SELECTED ANNUAL INFORMATION 


Year ended December 31 


(S millions, except where indicated) 2005 peat 2004 () gainene 2003 () 
Sales and operating revenues, net of royalties $10,245 21 S$ 8,440 10 S$ 7,658 
Segmented earnings 
Upstream $ 1,524 114 oy 712 (33) $ 1,067 
Midstream 495 106 240 30 185 
Refined Products 82 100 Al 28 32 
Corporate and eliminations (98) 12 86 
Net earnings $ 2,003 99 S 1,006 (27) Sy alee y740) 
Per share 
Basic Sm 4.r2 99 S 2S (27) SS S28 
Diluted $ 4.72 99 3 2.30 (27) S B2e 
Dividends per common share S$ 0.65 41 S 0.46 21 S 0.38 
Special dividend per common share S$ 1.00 85 5S Osy (46) S  i@e 
Total assets $15,797 19 $13,240 11 $11,949 
Long-term debt excluding current portion S$ 1,612 (21) SS 2 (027/ 18 Seis O 
Return on equity (percent) 29.2 17.0 26.4 
Return on average capital employed (percent) 22.8 iLS\0) 18.9 
(1) 2004 and 2003 amounts as restated. Refer to Notes 3 and 1 to the Consolidated Financial Statements. 
SELECTED QUARTERLY INFORMATION 
2005 2004 
(S millions, except where indicated) Q4 Q3 Q2 Qi Q4 Q3 Q2 Q1 
Sales and operating revenues, 
net of royalties $3,207 $2,594 $2,350 $2,094 SAO S2N9l SA2oy S 202i 
Net earnings S669" 9S) 55609 St 3945S) 3840 Se 225 Seco se ceo S255 
Per share 
Basic i ipeys} Glee SES Seen S @53 “SO SS OF 1s Oxee 
Diluted aly) Gy aeehL GS) GHEE) 6S EL S ©55 S G70 S O84 “S Wke9 
Share price 
High $65.79 $69.95 $50.75 $ 40.49 SIS Sse Sao S aso 
Low $50.50 $47.37 $35.12 $ 32.30 S008 S25242 S237) S227 
Close (end of period) § 59.00 °$ 64.57 $48.73" § 36.33") *$134:25""'$'30.79° "S'25:65° $26.20 
Shares traded (thousands) 38,731 34,521 46,988 46,370 SIA eee 5 OAanec6 654 eee o24 
Dividends declared per 
common share $0:25 1 S014) $10,145 5550.12 4) SO 8s O02 5) 0.82 S010 
Special dividend per 
common share $ 1.00 $ = $ aS = “$054 °$ es ga s 
Weighted average number 
of common shares 
outstanding (thousands) 
Basic 424,120 424,049 423,891 423,791| 423,708 423,610 423,413 422,711 
Diluted 424,120 424,049 423,891 423,791] 423,708 423,610 425,169 424,720 
ead Nc leat elated oh ati alii. eel babi Elec ta = ae Si aloe 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


THE BUSINESS ENVIRONMENT IN 2005 

Husky's financial results are significantly influenced by its business environment. Risks include, but are not limited to: 
m™ crude oil and natural gas prices; 

the price differential and demand related to various crude oil qualities; 

cost to find, develop, produce and deliver crude oil and natural gas; 


prevailing climatic conditions in our operating and marketing locations; and 


the exchange rate between the Canadian and U.S. dollar. 


Average Benchmark Prices and U.S. Exchange Rate 


2005 2004 2003 
WTI crude oil (U.S. $/bbI) $ 56.56 S 41.40 Ss 3104 
Dated Brent (U.S. $/bbI) $ 54.38 Ss 2ie},21 S 28.94 
Canadian par light crude 0.3% sulphur ($/bbI) $ 69.28 S B22) S 43.56 
Lloyd @ Lloydminster heavy crude ($/bbl) $ 31.07 S 28.75 S 26.44 
NYMEX natural gas (U.S. $/mmbtu) $ 8.62 SG il4! Ss 5.39 
NIT natural gas (S/GJ) $ 8.04 S$ 6.44 So GSS 
WTI/Lloyd crude blend differential (U.S. $/bbI) $ 21.01 S365 S e55 
U.S./Canadian dollar exchange rate (U.S. S) $ 0.826 S 0.769 S707 16 


(1) Prices quoted are near-month contract prices for settlement during the next month. 


Our profitability is largely determined by the price we realize for crude oil and natural gas. All of our crude oil production and the 
majority of our natural gas production receive the prevailing market price. The price for crude oil is determined largely by global 
factors and is beyond our control. The price for natural gas is determined more by the environment in North America since virtually 
all natural gas production in North America is consumed by North American customers, predominantly in the United States. The 
price of natural gas, within its market area, is also subject to the supply and demand equation. Weather conditions may exert a dramatic 
effect on short-term supply and demand. 

Lately the world supply and demand balance has been edging toward higher demand and as a result prices have increased 
substantially. This brings with it increased international effort to increase production. Notwithstanding the success of those efforts, 
any diminishing of global demand could set the stage for price declines. 

In addition, the global decline in the supply of lighter crude oil has spawned a surge in the price of heavier grades of crude oil 
and consequently an increase in the development and production of heavier grades of crude oil. The heavier grades trade at a discount 
to light crude oil refinery feedstock since they are less suited to the manufacture of motor fuels. The increased supply of heavy 
crude has caused a widening of the pricing differential between heavy and light crude oil since the capacity to refine heavy crude 
oil feedstock has not materially increased. 


The majority of our crude oil and natural gas production is marketed in North America. 
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WTI and Husky Average Crude Oil Prices ($/bb!) 


2505 sm West Texas Intermediate (“WTI") (U.S. S) 

ss——_- Husky average light crude oil price (c $) 

m—=— Husky average medium crude oil price (Cc $) 
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NYMEX Natural Gas, NIT Natural Gas and Husky Average Natural Gas Prices 


S16 —— NYMEX natural gas (U.S. $/mmbtu) 
NIT natural gas (C $/GU) 
weeee= Husky average natural gas price (C $/mcf) 
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SENSITIVITIES BY SEGMENT FOR 2005 RESULTS 


The following table is indicative of the relative effect on pre-tax cash flow and net earnings from changes in certain key variables 


in 2005. The analysis is based on business conditions and production volumes during 2005. Each separate item in the sensitivity 


analysis shows the effect of an increase in that variable only; all other variables are held constant. While these sensitivities are applicable 


for the period and magnitude of changes on which they are based, they may not be applicable in other periods, under other economic 


circumstances or greater magnitudes of change. 


Sensitivity Analysis 


2005 
Average Increase 

Upstream and Midstream 
WTI benchmark crude oil price $56.56 U.S. $1.00/bbI 
NYMEX benchmark natural gas price ? S 8.62 U.S. $0.20/mmbtu 
Upgrading differential S730570 Cdn $1.00/bbI 
Exchange rate (U.S. Sper Cdn $) S 0.826 U.S. $0.01 
Refined Products 
Light oil margins S 0.039 Cdn $0.005/litre 
Asphalt margins $ 10.05 Cdn $1.00/bbI 
Consolidated 
Year-end translation of U.S. $ debt 

(U.S. $ per Cdn $) §$ 0.858 U.S. $0.01 


(1) Includes decrease in earnings related to natural gas consumption. 
(2) Includes impact of upstream and upgrading operations only. 


(3) Assumes no foreign exchange gains or losses on U.S. dollar denominated long-term debt and other monetary items. 


(4) U.S./Canadian dollar exchange rate at December 31, 2005. 
(5) Based on December 31, 2005 common shares outstanding of 424.1 million. 
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Effect on Pre-tax 
Cash Flow 


(S millions) 


Te 
36 


(27) 
(58) 


16 
8 


(S/share) (9) 


0.18 
0.08 
(0.06) 
(0.14) 


0.04 
0.02 


Effect on 
Net Earnings 


(S millions) 


50 
22 


(17) 
(39) 


10 
5 


(S/share) (9) 


0.12 
0.05 
(0.04) 
(0.09) 


0.02 
0.01 


0.02 
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3. Results of Operations 


Segmented Earnings 


(S millions) 
1,600 
1,400 a 
1,200 a 
1,000 J 
800 ‘ 
600 ie 
400 - Eo 
200 i -— oo 
-100 
03 04 OS 03 04 OS 03 04 «#05 03 04 O5 
Upstream Midstream Refined Products Corporate 
UPSTREAM 
Earnings Summary and 2005 Variance Analysis 
Upstream Earnings Summary 
Year ended December 31 (S millions) 2005 2004 2003 
Gross revenues S$ 5,207 S 4,392 S 3,796 
Royalties 840 a. 584 
Hedging loss = 561 26 
Net revenues 4,367 SAll20 3,186 
Operating and administration expenses 1,050 967 873 
Depletion, depreciation and amortization 1,144 WONT 918 
Income taxes 649 363 328 
Earnings $ 1,524 SG  wilsi S 1,067 


Upstream earnings in 2005 were $811 million higher than in 2004 primarily due to the following factors: 
m higher natural gas and crude oil prices increased 2005 revenue by $947 million; and 
@ absence of commodity price hedging in 2005; 2004 hedging was primarily on 85 mbbis/day of crude oil at a strike price of U.S. $27.46. 
Partially offset by: 
@ higher royalties resulting from higher commodity prices and Terra Nova progressing to a higher royalty rate; 
m lower sales volume of crude oil and natural gas, the net effect of which lowered revenue by $145 million in 2005; 
@ unit operating costs were $0.80/boe higher in 2005 compared with 2004 as a result of: 
— higher fuel and energy related costs; 
- increasing level of field maintenance costs involved in crude oil exploitation activities; and 


— increasing wells and compression for natural gas production. 
@ higher unit depletion, depreciation and amortization, which was $9.95/boe during 2005 versus $9.06 during 2004 as a result of: 


- start up of operations at the White Rose oil field offshore the East Coast of Canada; and 


- increasing exploration and exploitation costs in the Western Canada Sedimentary Basin. 
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Net Revenue Variance Analysis 


Crude Oil Natural 
(S millions) & NGL Gas Other Total 
Year ended December 31, 2003 
Net revenues S 2,097 Se O24 65 S 3,186 
Price changes B59. 98 = 457 
Volume changes (36) 172 = 136 
Royalties (67) (60) = 2m) 
Hedging (514) (21) = (535) 
Processing and sulphur = = 3 3} 
Year ended December 31, 2004 
Net revenues {3S} il As) 68 37120 
Price changes 1,081 427 = 1508 
Volume changes (120) (25) > (145) 
Royalties (71) (58) = (129) 
Processing and sulphur = = ils} 13 
Year ended December 31, 2005 
Net revenues S$ 2,729 Sales oi 81 S$ 4,367 
Production 
Oil Gas Combined 
(mbbls/day) (mmcf/day) (mboe/day) 
120 800 400 
90 f 600 : ‘ : 300 : : 
on Uti tll 
30 S 200 100 
: ill ian 
| 03 03 04 O5 03 04 O5 
M Light 
@ Medium 
M Heavy 
Daily Production, before Royalties 
Year ended December 31 2005 2004 2003 
Light crude oil & NGL (mbbls/day) 64.6 66.2 71.6 
Medium crude oil (mbbls/day) 31.1 S510 59:2 
Heavy crude oil (mbbIs/day) 106.0 108.9 SIS) AS) 
Total crude oil & NGL (mbbls/day) 201.7 ZiLOeL 210.7 
Natural gas (mmcf/day) 680.0 689.2 610.6 
Barrels of oil equivalent (6:1) (mboe/day) 315.0 325.0 312-5 
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Average Sales Prices 


Year ended December 31 


2005 2004 2003 
Crude oil (S/bbl) 
Pam ude: ole NGL $ 61.56) $ 48.34 $ 39.53 
pigaluny crude:gil 43.44 Sane 31.42 
Heavy crude oil 31.09 28.66 25.87 
Total average 42.75 36.07 31.54 
Total average after hedging 42.75 28.43 30.93 
Natural gas (S/mcf) 
Average S$ 7.96 S 6725 S$ 5.86 
Average after hedging 7.96 6.24 5.94 
Upstream Revenue Mix “) 
Year ended December 31 2005 2004 2003 
Percentage of upstream sales revenues, after royalties 
Light crude oil & NGL 29% 27% 29% 
Medium crude oil 9% 11% 12% 
Heavy crude oil 24% 27% 26% 
Natural gas 38% 35% 33% 
Total 100% 100% 100% 
Effective Royalty Rates 
Year ended December 31 2005 2004 2003 
Percentage of upstream sales revenues 
Light crude oil & NGL 14% 13% 12% 
Medium crude oil 18% 18% 17% 
Heavy crude oil 12% 12% 11% 
Natural gas 20% 22% 22% 
Total 16% 16% 16% 
(1) Before commodity hedging. 
Operating Netbacks 
Western Canada Light Crude Oil Netbacks “” 
Year ended December 31 (per boe) 2005 2004 2003 
Sales revenues before hedging $ 60.74 S 46.12 9 39.91 
Royalties 8.66 7.16 Theta) 
Operating costs 9.86 8.94 O27 
Netback $ 42.22 S 29.42 Sw Ze Bs) 
Western Canada Medium Crude Oil Netbacks 
Year ended December 31 (per boe) 2005 2008 Bled 
Sales revenues before hedging $ 43.67 S 36.20 S 31.57 
Royalties 7.77 6.10 5.28 
Operating costs 10.97 10.07 9.53 
Netback $ 24.93 S? 20108 S ilfe, (he 


(1) Includes associated co-products converted to boe. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Western Canada Heavy Crude Oil Netbacks 


Year ended December 31 (per boe) 


Sales revenues before hedging 
Royalties 
Operating costs 


Netback 


Western Canada Natural Gas Netbacks () 


Year ended December 31 (per mcfge) 


Sales revenues before hedging 
Royalties 
Operating costs 


Netback 


Total Western Canada Upstream Netbacks 


Year ended December 31 (per boe) 


Sales revenues before hedging 
Royalties 
Operating costs 


Netback 


Terra Nova Crude Oil Netbacks 


Year ended December 31 (per boe) 


Sales revenues before hedging 
Royalties 
Operating costs 


Netback 


White Rose Crude Oil Netbacks 


Year ended December 31 (per boe) 


Sales revenues before hedging 
Royalties 

Operating costs 

Netback 


Total Canada Netbacks ‘) 


Year ended December 31 (per boe) 


Sales revenues before hedging 
Royalties 
Operating costs 


Netback 


(1) Includes associated co-products converted to boe. 
(2) Includes associated co-products converted to mcfge. 
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2005 2004 2003 
§ 31.22 a a) S 25.98 
3.75 3.38 2.76 
9.90 9.33 9.09 
§ 17.57 S$ 16.02 $° 14:13 
2005 2004 2003 
$ 8.02 Sekb:25 S 5.79 
1.76 1.44 1.29 
1.04 0.89 0.79 
$ 5.22 S$ 3.92 Souk 3ital 
2005 2004 2003 
$ 42.53 § 35.01 S 31.58 
7.45 6.22 5.48 
8.59 7.85 7.56 
$ 26.49 S 20.94 S 18.54 
2005 2004 2003 
$ 62.19 S$ 47.87 S 38.91 
7.95 1.80 0.81 
4.53 3.28 3.16 
$ 49.71 S$ 42.79 S$ 34.94 
2005 2004 2003 
$ 63.68 S = 5 = 
0.61 - - 
6.72 - - 
§ 56.35 S = s = 
2005 2004 2003 
$ 43.69 S$ 35.60 § 32.01 
7.36 6.03 5.21 
8.39 7.66 7.30 
$ 27.94 Salen S 19.50 


Wenchang Crude Oil Netbacks 


Year ended December 31 (per boe) 


2005 2004 2003 
Sales revenues before hedging S$ 63.15 S 47.66 $41.45 
Royalties 5.93 4.91 3.80 
Operating costs 
2.92 2.16 1.94 
N 
etback $ 54.30 $ 40.59 $ 35.71 
Total Upstream Segment Netbacks () 
Year ended December 31 (per boe) 2005 2004 2003 
Sales revenues before hedging $ 44.56 S 36.34 S 32.69 
Royalties 7.29 5.96 Sysibsl 
Operating costs 8.12 ese 6.92 
Netback $ 29.15 S 23.06 S 20.66 
(1) Includes associated co-products converted to boe. 
Oil and Gas Reserves 
Light Oil Medium Oil Heavy Oil Bitumen Natural Gas Combined 
(mmbbIs) (tcf) (mmboe) 
1,000 mi 6.0 2,400 
750 4 ‘ 
— 45 
1,800 : 
500 . 3.0 Z : 1,200 - Pas : 
250 1 bd a = 45 Hl 600 fof 
tl | | i | : Gi i ao 6 i 1 ‘| : F i 
03 +04 O5 03 04 O5 03 04 O5 03 04 O5 03 04 OS 03 04 O5 
@ Probable 
@ Proved 


Husky applied for and was granted an exemption from Canada’s National Instrument 51-101 "Standards of Disclosure for Oil and Gas 
Activities” and provides oil and gas reserves disclosures in accordance with the United States SEC guidelines and the United States 
Financial Accounting Standards Board ("FASB") disclosure standards. The information disclosed may differ from information prepared 
in accordance with National Instrument 51-101. 

For more detail on our oil and gas reserves and the disclosures with respect to the FASB's Statement No. 69, “Disclosures about 
Oil and Gas Producing Activities” and the differences between our disclosures and those prescribed by National Instrument 51-101, 
refer to our Annual Information Form available at www.sedar.com or our Form 40-F available at www.sec.gov or on our website at 
www.huskyenergy.ca. 

At December 31, 2005, the present value of future net cash flows after tax from Husky's proved oil and gas reserves, based on 
prices and costs in effect at year-end and discounted at 10 percent, was $11.0 billion compared with $5.2 billion at the end of 2004. 

McDaniel & Associates Consultants Ltd., an independent firm of oil and gas reserves evaluation engineers, was engaged to conduct 
an audit of Husky's crude oil, natural gas and natural gas products reserves. McDaniel & Associates Consultants Ltd. issued an audit 
opinion stating that Husky's internally generated proved and probable reserves and net present values are, in aggregate, reasonable, 


and have been prepared in accordance with generally accepted oil and gas engineering and evaluation practices in the United States 


and as set out in the Canadian Oil and Gas Evaluation Handbook. 
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Crude Oil and Natural Gas Reserves Summary “? 


Proved Developed Proved Undeveloped Total Proved Proved and Probable 
(constant price 
before royalties) 2005 2004 2003 2005 2004 2003 2005 2004 2003 2005 2004 2003 
Crude oil (mmbbis) 
Light & NGL 226 191 200 47 47 2s 273 238 223 462 465 474 
Medium 80 80 86 11 6 8 91 86 94 105 96 108 
Heavy 140 OF 156 77 14 Tf reali 105 Ze 291 150 S49 
Bitumen = = = 48 = = 48 = = 951 79 79 
446 362 442 183 67 102 629 429 544 1,809 790 980 
Natural gas (bcf) 1,710 1,745 We LZ 426 424 B47 | 2,136 21698 2,059 || 2,109) 2,245 2,50K 
Total (mmboe) 731 653 UAT 254 138 160 985 ol 887 2,260 1,244 17397, 


(1) Refer to “Terms and Abbreviations" in this Annual Report for definitions of reserves. 


2005 Reserve Additions 


Our oil and gas reserves are estimated in accordance with the regulations and guidance of the SEC and the FASB which, among other things, 


require reserves to be evaluated using prices in effect on the day the reserves are estimated. 


The additions to crude oil and NGL proved reserves from discoveries, extensions, improved recovery and technical revisions in 2005 amounted 


to 154 million barrels and were primarily from the White Rose oil field in the Jeanne d’Arc Basin offshore Newfoundland and Labrador, the 


Tucker Oil Sands project in the Cold Lake region of Alberta and the Lloydminster heavy oil region. 


The additions to natural gas proved reserves from discoveries, extensions and improved recovery amounted to 286 billion cubic feet which 


was partially offset by net technical revisions of negative 68 billion cubic feet due to well performance. The positive results were primarily 


related to our drilling program in the foothills and deep basin areas of Alberta and northeastern British Columbia and the negative technical 


revisions were recorded at properties throughout the Western Canada Sedimentary Basin. 


Reconciliation of Proved Reserves 


Canada International Total 
it East 
Western Canada Coast 
Light 
Crude Oil Medium Heavy Natural Light Light Natural | Crude Oil Natural 
& NGL Crude Oil Crude Oil Gas Bitumen | Crude Oil | Crude Oil Gas & NGL Gas 
(constant price before royalties) (mmbbls) (mmbbls) (mmbbls) (bcf) (mmbbls) | (mmbbls) | (mmbbls) (bcf) | (mmbbls) (bcf) (mmboe) 
Proved reserves at 
December 31, 2004 ilyreal 86 225 Beene 5 47 20 = 5A9 eee lie ody 
Heavy oil price revision = = (120) (3) = = = 3 (120) (3) (120) 
Proved reserves at 
December 31, 2004 Weal 86 LOS eZ log = 47 20 = A? ee Og eh 
Technical revisions 3 9 il (68) = 9 iz = 24 (68) ale} 
Heavy oil price revision = = 120 3 = = = = 120 3 120 
Purchase of reserves in place = = 7 3 = = = = il 3 if 
Sale of reserves in place = (3) (4) (9) = - = = (7) (9) (9) 
Discoveries, extensions 
and improved recovery 5 10 Tf 286 48 39 1 a 130 286 178 
Production (12) (Cilal)) (39) (248) a (6) (6) ‘> (74) (248) (115) 
Proved reserves at 
December 31, 2005 167 91 217 3=2,136 48 89 Ly = 629 2,136 985 
Proved and probable reserves 
At December 31, 2005 225 105 291 2,542 951 207 30 167 1,809 2,709 2,260 
At December 31, 2004 229 96 iNS{0)  P2ISH/ 79 203 33 167 790 2,724 1,244 
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Reconciliation of Proved Developed Reserves 


Canada Intn'l Total 
Western Canada aaa 
Light 
Crude Oil Medium Heavy Natural Light Light | Crude Oil Natural 
& NGL Crude Oil Crude Oil Gas _ Bitumen | Crude Oil | Crude Oil & NGL Gas 
(constant price before royalties) (mmbbls) (mmbbls) (mmbbls) (bcf) (mmbbls) | (mmbbls) | (mmbbls) | (mmbbls) (bcf) (mmboe) 
Proved developed reserves at 
December 31, 2004 155 80 il 1,745 = 16 20 362 1,745 653 
Revision of previous estimate 1 ial 71 ana = 27 2 118 at. 130 
Purchase of reserves in place = - 2 2 = = = 2 2 5 
Sale of reserves in place (1) (2) (3) (8) - = = (6) (8) (7) 
Improved recovery 2 2 18 142 = 22 = 44 142 67 
Production (12) (11) (39) (248) = (6) (6) (74) (248) (115) 
Proved developed reserves at 
December 31, 2005 151 80 140 81,710 = 59 16 446 1,710 Teul 
Upstream Capital Expenditures 
Capital Expenditures “) 
Year ended December 31 (S millions) 2005 2004 2003 
Upstream 
Exploration 
Western Canada Sacco SS 322 SS BP6 
East Coast Canada and Frontier 66 24 24 
International 55 18 26 
510 364 376 
Development 
Western Canada 1,618 i 2alal 869 
East Coast Canada 579 55 533 
International 23 67 i 
2,220 iL ASS 1,402 
$ 2,730 ew S.dinaeg 
(1) Excludes capitalized costs related to asset retirement obligations incurred during the period and corporate acquisitions. 
Western Canada Drilling 
2005 2004 2003 
Year ended December 31 (wells) Gross Net Gross Net Gross Net 
Exploration Oil 89 85 45 she) 12 ial 
Gas 392 196 234 180 147 124 
Dry 36 36 34 33 22 21 
517 317 Bils} 252 181 156 
Development Oil 466 433 552 499 520 490 
Gas 610 551 807 740 540 518 
Dry 42 39 5 5S 60 bi 
1,118 1,023 1,416 1h292 11 ly) 1,065 
1,635 1,340 1,729 1,544 1,301 1,221 


Total 
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Canada 

In 2005, upstream capital spending in Canada amounted to $2,652 million, up from $2,072 million in 2004. Capital spending 
in 2005 comprised $1,217 million on Western Canada conventional areas, $424 million in the Lloydminster heavy oil region, 
$366 million in the Alberta oil sands regions, $579 million for East Coast development and $66 million for East Coast and Northwest 
Territories exploration. 

In 2005, spending on exploration activities comprised $213 million in the foothills and deep basin regions, $57 million in the 
Lloydminster heavy oil region, $24 million in the Alberta oil sands regions and $95 million in the remainder of the conventional 
Western Canada Sedimentary Basin. 

In the Lloydminster heavy oil production region, capital spending amounted to $424 million in 2005, $57 million of which was 
classified as exploration. Spending in this area is primarily focused on steam-assisted gravity drainage (“SAGD"), cyclic steam and 
cold production techniques that are utilized to produce the 12 to 14 degree API heavy crude oil. Production of heavy crude oil is 
more capital intensive due to the extensive infrastructure required to produce the large amounts of steam used to heat the crude 
oil in-situ prior to pumping to the surface. 

Exploration spending in the foothills and deep portion of the greater Western Canada Sedimentary Basin amounted to $213 million 
in 2005, up from $167 million in 2004. Exploration in this region, which extends along the eastern slopes of the Rocky Mountains 
in Alberta and into northeastern British Columbia, involves drilling deep wells into high pressure natural gas formations. 

Spending on oil sands projects amounted to $366 million in 2005, up from $53 million in 2004. Our Tucker SAGD Oil Sands project 
is well underway and on-schedule to commence operations before the end of 2006. We spent $342 million on the Tucker project in 
2005. The Sunrise Oil Sands project was approved by Alberta regulatory authorities at the end of 2005 and the front-end engineering 
and design is underway. During 2005 we spent $21 million on Sunrise and $3 million on other oil sands prospects. 

During November 2005, the White Rose oil field in the Jeanne d’Arc Basin offshore Newfoundland and Labrador produced first 
oil. The project will now continue to ramp up production with the drilling of at least nine additional production and injection wells 
through 2006 and 2007. During 2005, exploration activities involved one exploration well at Lewis Hill in the South Whale Basin, 
which was abandoned without testing, and a delineation well in the White Rose field. In 2005, capital spending for exploration and 
development activities in this region amounted to $645 million, up from $539 million in 2004. 


International 

Exploration spending in China involved the drilling of two wells in the South China Sea. The first well encountered hydrocarbon and 
the results are being evaluated; the second well was plugged and abandoned without testing. In Indonesia, front-end engineering 
and design for the Madura Strait natural gas and NGL project is underway. Total capital spending on international activities amounted 
to $78 million, a similar level compared with 2004. 


MIDSTREAM 
Upgrader Pipelines 
Synthetic Unit Margin & Daily 
Crude Sales Operating Cost Throughput 
(mbbls/day) (S/bbl) (mbbls/day) 
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Upgrading Earnings Summary and 2005 Variance Analysis 
Upgrading Earnings Summary 


Year ended December 31 (S$ millions, except where indicated) 2005 2004 2003 
Gross margin $ 692 $ 383 Sty a3 
Operating costs 228 214 205 
Other recoveries (6) (5) (4) 
Depreciation and amortization 20 19 20 
Income taxes 136 43 fai 
Earnings Sy ehele! Se S fal 
Upgrader throughput (mbbls/day) 66.6 64.6 WED 
Synthetic crude oil sales (mbbls/day) Died 5/85 // 63.6 
Upgrading differential ($/bbI) $ 30.70 Smeline $ 12.88 
Unit margin ($/bbl) $ 33.01 S 19.48 S lg}.Sul 
Unit operating cost () ($/bbI) $ 9.38 SS SHON Smee 


(1) Throughput includes diluent returned to the field. 

(2) Based on throughput. 

Upgrading earnings increased by $201 million in 2005 primarily due to: 

m wider upgrading differential, which averaged $30.70/bbI in 2005 compared with $17.79/bbl in 2004; and 

m higher sales volume of synthetic crude oil. The upgrader was down in both 2005 and 2004 for scheduled maintenance. 
Partially offset by: 


higher energy and non-energy related unit operating costs. 


Upgrading Earnings Variance Analysis 


(S millions) 

Year ended December 31, 2003 S al 
Volume (48) 
Differential 118 
Operating costs — non-energy related (9) 
Other 1 
Depreciation and amortization 1 
Income taxes (22) 

Year ended December 31, 2004 tale 
Volume 25 
Differential 284 
Operating costs — energy related (18) 
Operating costs — non-energy related 5) 
Depreciation and amortization (2) 
Income taxes (93) 

Year ended December 31, 2005 Sm ols 


Upgrading Differential 

The profitability of Husky's heavy oil upgrading operations is dependent upon the amount by which revenues from the synthetic 
crude oil produced exceed the costs of the heavy oil feedstock plus the related operating costs. An increase in the price of blended 
heavy crude oil feedstock that is not accompanied by an equivalent increase in the sales price of synthetic crude oil would reduce 
the profitability of our upgrading operations. We have significant crude oil production that trades at a discount to light crude oil, 


and any negative effect of a narrower differential on upgrading operations would be more than offset by a positive effect on revenues 


in the upstream segment from heavy oil production. 
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Infrastructure and Marketing Earnings Summary and 2005 Variance Analysis 


Infrastructure and Marketing Earnings Summary 
Year ended December 31 (S millions, except where indicated) 2005 2004 2003 


Gross margin 


Pipeline $ 92 $ 84 $ 66 
Other infrastructure and marketing 217 136 141 
309 220 207 

Other expenses 10 8 8 
Depreciation and amortization 21 21 21 
Income taxes 96 63 64 
Earnings S$ 182 SS Wee Se 
Aggregate pipeline throughput (mbbls/day) 474 492 484 


Infrastructure and marketing earnings increased by $54 million in 2005 primarily due to: 
m@ higher income from oil and gas commodity marketing; 

m= higher heavy crude oil tariffs; 

= higher Lloyd blend marketing margins; 

m higher crude oil and NGL trading; and 

® higher cogeneration income. 

Partially offset by: 

m lower heavy crude oil pipeline throughput; and 


m= higher operating costs due primarily to higher energy costs. 


Midstream Capital Expenditures 
Midstream capital expenditures of $157 million in 2005 were primarily for upgrader debottlenecking and pipeline upgrades compared 
with $93 million in 2004. 


REFINED PRODUCTS 


Light Oil Product Marketing Asphalt Products 

Volume Outlets Volume per Outlet Volume 

(108 litres/day) (103 litres/day) (mbbls/day) 

16 600 16 24 
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Earnings Summary and Variance Analysis 


Refined Products Earnings Summary 


Year ended December 31 ($ millions, except where indicated) 


Gross margin 
Fuel sales 


Income taxes 


Earnings 


2005 2004 2003 

Sni126 93 Tal 

Ancillary sales 34 30 28 

Asphalt sales 91 51 51 

251 174 150 

Operating and other expenses 75 Wall 74 

Depreciation and amortization 47 38 26 

47 24 18 

$ 82 41 32 

Number of fuel outlets 515 53 5D. 
Refined products sales volume 

Light oil products (million litres/day) 8.9 8.4 8.2 

Light oil products per outlet (thousand litres/day) 12.7 ial gi 10.8 

Asphalt products (mbbls/day) 22.5 22.8 22.0 

Refinery throughput 
Prince George refinery (mbbls/day) Chie 9.8 10.3 
Lloydminster refinery (mbbls/day) 25.5 FAS) 25) ZN 


Refined products earnings increased by $41 million in 2005 primarily due to: 


higher marketing margins and sales volume for gasoline and distillates; 


@ higher marketing margins of asphalt products; and 


m higher restaurant and convenience store income. 


Partially offset by: 


m@ slightly lower sales volume of asphalt products; and 


t@ higher depreciation and amortization. 


Refined Products Margins 


The margins realized by Husky for refined products are affected by crude oil price fluctuations, which affect refinery feedstock costs, 


and third-party light oil refined product purchases. Husky's ability to maintain refined products margins in an environment of higher 


feedstock costs is contingent upon the ability to pass on higher costs to our customers. 


Integration 


Husky's production of light, medium and heavy crude oil and natural gas and the efficient operation of our upgrader, refineries and 


other infrastructure provide opportunities to take advantage of any fluctuation in commodity prices while assisting in managing 


commodity price volatility. Although we are predominantly an oil and gas producer, the nature of our integrated operations is such 


that the upstream business segment's output provides input to the midstream and refined products segments. 


Refined Products Capital Expenditures 
Refined products capital expenditures in 2005 of $191 million were primarily for marketing outlet improvements, refinery upgrades 


and construction of an ethanol plant compared with $106 million in 2004. 
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CORPORATE 


Corporate Earnings Summary 


Year ended December 31 (S$ millions) income (expenses) 2005 2004 2003 
Intersegment eliminations — net $ (50) S$ (14) $ 14 
Administration expenses (19) (27) (22) 
Stock-based compensation (171) (67) = 
Accretion - (2) (2) = 
Other — net 49 (8) (3) 
Depreciation and amortization (23) (24) (36) 
Interest on debt (146) (135) (154) 
Interest capitalized 114 i 52 
Foreign exchange 31 120 282 
Income taxes 119 94 (47) 
Earnings (loss) $ (98) S$ 12 $ 86 
(1) 2004 and 2003 amounts as restated. Refer to Notes 3 and 11 to the Consolidated Financial Statements. 
Corporate expense increased by $110 million in 2005 compared with 2004 primarily due to: 
m higher intersegment profit eliminated; 
m higher stock-based compensation; 
m higher interest costs; 
m lower foreign exchange gains on translation of U.S. dollar denominated debt; and 
™ provision for retrospective insurance premiums in respect of past claims on a mutual insurance consortium. 
Partially offset by: 
®™ proceeds from a litigation settlement; and 
m higher capitalized interest resulting from a higher capital base for the White Rose and Tucker projects. 
Foreign Exchange Summary “) 
Year ended December 31 (S millions) 2005 2004 2003 
(Gain) loss on translation of U.S. dollar denominated long-term debt 
Realized $ (13) (10) S 11 
Unrealized (38) (140) (393) 
(51) (150) (382) 
Cross currency swaps 
Realized = = 32 
Unrealized 14 Zi 41 
14 Zi 73 
Other losses 6 3} Pali 
S) (31) (120) $ (282) 
U.S./Canadian dollar exchange rates: 
At beginning of year U.S. $0.831 U.S. $0.774 U.S. $0.633 
At end of year U.S. $0.858 U.S. $0.831 U.S. $0.774 


(1) 2004 and 2003 amounts as restated. Refer to Notes 3 and 11 to the Consolidated Financial Statements. 
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Foreign Exchange Risk 


Our results are affected by the exchange rate between the Canadian and U.S. dollar. The majority of our revenues are received in 
U.S. dollars or from the sale of oil and gas commodities that receive prices determined by reference to U.S. benchmark prices. The 
majority of our expenditures are in Canadian dollars. An increase in the value of the Canadian dollar relative to the U.S. dollar will 
decrease the revenues received from the sale of oil and gas commodities. Correspondingly, a decrease in the value of the Canadian 
dollar relative to the U.S. dollar will increase the revenues received from the sale of oil and gas commodities. In addition, a change 
in the value of the Canadian dollar against the U.S. dollar will result in an increase or decrease in Husky's U.S. dollar denominated 
debt, as expressed in Canadian dollars, as well as in the related interest expense. At December 31, 2005, 84 percent or $1.6 billion 
of our long-term debt was denominated in U.S. dollars. The Cdn/U.S. exchange rate at the end of 2005 was $1.1659. The percentage 
of our long-term debt exposed to the Cdn/U.S. exchange rate decreases to 51 percent when cross currency swaps are included. Refer 


to the section “Financial Risk and Risk Management." 


Consolidated Income Taxes 
Consolidated income taxes increased in 2005 to $809 million from $399 million in 2004 primarily as a result of higher pre-tax earnings. 
In 2004, the indicative income tax rate was higher than in the previous year as a result of the 2003 amendments to the Federal 
and Alberta income tax acts. During 2004, the enactment of Bill 27-Alberta Corporate Tax Amendment Act, 2004 resulted in a non- 
recurring benefit of $40 million. During 2003, an amendment to the Federal Income Tax Act reduced the income tax rate on resource 
income by seven percent, provided for the deduction from income of crown royalties and eliminated the resource allowance deduction. 
This amendment resulted in a total benefit being recorded in 2003 of $141 million. In addition, in 2003 a non-recurring benefit totalling 
$20 million was recorded pursuant to Bill 41, the Alberta Corporate Tax Amendment Act, 2003. All benefits reduced future income taxes. 
In 2005, current income taxes totalled $297 million and comprised $84 million in respect of the Wenchang oil field operation, 
$15 million of capital taxes and $198 million of Canadian income tax. 


The following table shows the effect of non-recurring tax benefits for the periods noted: 


(S millions) 2005 2004 
Income taxes before tax amendments $ 813 S 439 
Canadian federal and provincial tax amendments 4 40 
Income taxes as reported $ 809 S 399 


Husky's Canadian Tax Pools 


Year ended December 31 (S$ millions) 2005 2004 
Canadian exploration expense $ 78 $ 
Canadian development expense 2,033 1,616 
Canadian oil and gas property expense 721 551 
Foreign exploration and development expense 240 212 
Undepreciated capital costs 4,249 3,269 

27 22 


Other 


Corporate Capital Expenditures 
Corporate capital expenditures of $21 million in 2005 were primarily for computer hardware and software and office furniture and 


equipment and compared with §23 million in 2004. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


4. Liquidity and Capital Resources 


SUMMARY OF CASH FLOW 


Year ended December 31 2005 2004 2003 
Cash flow — operating activities (S millions) $ 3,672 SZ 326 $2,509 
— financing activities (S$ millions) $ (616) Se Saad) 
— investing activities (S$ millions) $ (2,814) S (2,497) S (2,041) 
Debt to capital employed (percent) 20.1 25.8 26.9 
Corporate reinvestment ratio 0.8 laid 0.9 


(1) Reinvestment ratio is based on net capital expenditures including corporate acquisitions. 


Cash Flow from Operating Activities 
In 2005, cash generated by operating activities was $3,672 million, an increase of $1,346 million from the $2,326 million recorded 
in 2004. The higher cash from operating activities in 2005 was primarily due to higher earnings, partially offset by increased non-cash 


working capital associated with operating activities. 


Cash Flow from (used for) Financing Activities 
In 2005, cash used in financing activities amounted to $616 million. The cash used was composed of the repayment of long-term 
debt of $3,401 million and a $49 million repayment of operating lines, dividends of $700 million, including a $1.00 per share special 
dividend and other costs of $1 million. Cash provided by financing activities in 2005 comprised $3,235 million issuance of long-term 
debt, $6 million of proceeds from the exercise of stock options, proceeds from monetization of financial instruments totalling $39 million 
and a change of $255 million in non-cash working capital. Debt issuances and repayments include multiple drawings and repayments 
under revolving debt facilities. 

Husky's long-term debt balances were also reduced by $51 million during 2005 primarily as a result of the narrowing of the exchange 


rate between Canadian and U.S. currencies. 


Cash Flow used for Investing Activities 
Cash used in investing activities amounted to $2,814 million in 2005, an increase of $317 million from the $2,497 million in 2004. 
Cash invested in 2005 was composed of capital expenditures of $3,068 million, partially offset by $74 million of proceeds from asset 


sales. Change in non-cash working capital and other adjustments amounted to $180 million used in investing activities. 


FINANCIAL POSITION 

Sources and Uses of Cash 

Liquidity describes a company's ability to access cash. Companies operating in the upstream oil and gas industry require sufficient 
cash in order to fund capital programs necessary to maintain and increase production and proved developed reserves, to acquire 
strategic oil and gas assets, repay maturing debt and pay dividends. Husky's upstream capital programs are funded principally by 
cash provided from operating activities. During times of low oil and gas prices part of a capital program can generally be deferred. 
However, due to the long cycle times and the importance to future cash flow in maintaining our production, it may be necessary to 
utilize alternative sources of capital to continue our strategic investment plan during periods of low commodity prices. As a result, 
we continually examine our options with respect to sources of long and short-term capital resources. In addition, from time to time 


we engage in hedging a portion of our production to protect cash flow in the event of commodity price declines. 
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The following illustrates the Company's sources and uses of cash during the years ended December 31, 2005, 2004 and 2003: 


Sources and Uses of Cash 


(9 millions) 2005 2004 2003 
Cash sourced 
Cash flow from operations () $ 3,785 Se Paley S 2,430 
Debt issue 3,235 2,200 669 
Asset sales 74 36 Si 
Proceeds from exercise of stock options 6 18 5 
Proceeds from monetization of financial instruments 39 8 44 
Other = = 3 
7,139 4,459 ye 
Cash used 
Capital expenditures 3,068 2,349 1,868 
Corporate acquisitions - 102 809 
Debt repayment 3,450 1,959 971 
Special dividend on common shares 424 229 420 
Ordinary dividends on common shares 276 195 160 
Settlement of asset retirement obligations 41 40 34 
Settlement of cross currency swap ~ - 32 
Other 32 24 = 
7,291 4,898 4,294 
Net cash (deficiency) (152) (439) (584) 
Increase (decrease) in non-cash working capital 394 443 281 
Increase (decrease) in cash and cash equivalents 242 4 (303) 
Cash and cash equivalents — beginning of year iT. 3 306 
Cash and cash equivalents - end of year $ 249 S i $ 3 
Increase (decrease) in non-cash working capital 
Cash positive working capital change 
Accounts receivable decrease $ = S 209 S = 
Inventory decrease = a 28 
Prepaid expense decrease 17 = - 
Accounts payable and accrued liabilities increase 984 323 270 
1,001 Dez 298 
Cash negative working capital change 
Accounts receivable increase 410 = mA 
Inventory increase 197 Tere z 
Prepaid expense increase ea 12 10 
607 89 ile 
Increase (decrease) in non-cash working capital S$ 394 S 443 Spe Aehil 


(1) Cash flow from operations represents net earnings plus items not affecting cash, which include accretion, depletion, depreciation and amortization, future income 


taxes and foreign exchange. 
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Capital Structure 
December 31, 2005 


Outstanding Available 
(S$ millions) (U.S. $) (Cdn S$) (Cdn $) 
Short-term bank debt $ = $ = Sati it 
Long-term bank debt 
Syndicated credit facility a = 1,000 
Bilateral credit facility = = 150 
Medium-term notes = 300 
Capital securities 225 262 
U.S. public notes 1,050 W225) 
U.S. senior secured bonds 85 99 
Total short-term and long-term debt Sei s60 S 1,886 Seahei27r 
Common shares and retained earnings S 7,520 


Working capital is the amount by which current assets exceed current liabilities. At December 31, 2005, our working capital deficiency 
was $1.0 billion compared with $824 million at December 31, 2004. The increase in the deficiency is primarily due to the $1.00 per 
share special dividend declared on October 19, 2005 and the increase in payables for capital and commodity purchases. It is not 
unusual for Husky to have working capital deficits at the end of a reporting period. These working capital deficits are primarily the 
result of accounts payable related to capital expenditures for exploration and development. Settlement of these current liabilities 
is funded by cash provided by operating activities and to the extent necessary by bank borrowings. This position is a common 
characteristic of the oil and gas industry which, by the nature of its business, spends large amounts of capital. 

As at December 31, 2005, our outstanding long-term debt totalled $1.9 billion, including amounts due within one year, compared 
with $2.1 billion at December 31, 2004. 

At December 31, 2005, we had no drawings under our S1 billion revolving syndicated credit facility. Interest rates under this facility 
vary and are based on Canadian prime, Bankers’ Acceptance, U.S. LIBOR or U.S. base rate, depending on the borrowing option selected 
and credit ratings assigned by certain rating agencies to our senior unsecured debt. The syndicated credit facility requires Husky 
to maintain a debt to cash flow ratio of less than three times and a consolidated tangible net worth, as of December 31, 2005, of at 
least $4.4 billion. 

At December 31, 2005, we had no drawings under our $150 million bilateral credit facilities. The terms of these facilities are 
substantially the same as the syndicated credit facility. 

At December 31, 2005, we had borrowed $0.4 million and utilized $18 million in support of letters of credit under our $195 million 
in short-term borrowing facilities. The interest rates applicable to these facilities vary and are based on Bankers’ Acceptance, U.S. 
LIBOR or prime rates. In addition, we utilized $105 million under our dedicated letter of credit facilities. 

Husky has an agreement to sell up to $350 million of net trade receivables on a revolving basis. The agreement calls for purchase 
discounts, based on Canadian commercial paper rates, plus a program fee to be paid on an ongoing basis. As at December 31, 2005, 
$350 million in outstanding accounts receivable had been sold under this agreement. The arrangement matures on January 31, 2009. 

Based on our 2006 commodity price forecast, we believe that our non-cancellable contractual obligations and other commercial 
commitments and our 2006 capital program will be funded by cash flow from operating activities and, to the extent required, by 


available credit facilities. In the event of significantly lower cash flow, we would be able to defer certain of our projected capital 
expenditures without penalty. 
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We declared dividends that aggregated $1.65 per share totalling $700 million in 2005, including a special dividend of $1.00 per 
share. The Board of Directors of Husky has established a dividend policy that pays quarterly dividends of $0.25 ($1.00 annually) per 


common share. The declaration of dividends will be at the discretion of the Board of Directors, which will consider earnings, capital 
requirements, our financial condition and other relevant factors. 


Cash and cash equivalents at December 31, 2005 totalled $249 million compared with $7 million at the beginning of the year. 
On February 1, 2006, we announced the redemption of the 8.45 percent senior secured bonds amounting to U.S. $85 million. 
Credit Ratings 


Husky's senior debt and capital securities have been rated investment grade by several rating agencies. These ratings are disclosed 
and explained in detail in our Annual Information Form. 


CASH REQUIREMENTS 
Contractual Obligations and Other Commercial Commitments 
In the normal course of business Husky is obligated to make future payments. These obligations represent contracts and other 


commitments that are known and non-cancellable. 


Contractual Obligations 


2007- 2009- 
Payments due by period (S millions) Total 2006 2008 2010 Thereafter 
Long-term debt and interest ‘ S$ 2,700 S 403 Seyels) Sms50 Sm 3s2 
Operating leases 502 81 158 131 132 
Firm transportation agreements 679 169 243 118 149 
Unconditional purchase obligations 2,017 616 1,221 71 9 
Lease rentals and exploration work agreements 427 50 98 125 154 
Engineering and construction commitments 531 365 166 = = 


$ 6,856 S 1,684 $ 2,451 Ss. 635 $ 1,826 


(1) Includes interest on fixed rate debt. 
(2) Includes purchase of refined petroleum products, processing services, distribution services, insurance premiums and natural gas purchases. 


Estimated Obligations Not Included in the Table 

m Asset retirement obligations 
Husky currently includes such obligations in the amortizing base of its oil and gas properties. Effective January 1, 2004 with the 
adoption of the Canadian Institute of Chartered Accountants (“CICA”) section 3110, “Asset Retirement Obligations”, Husky records 
a separate liability for the fair value of its asset retirement obligations. See Note 12 to the Consolidated Financial Statements. 

Employee future benefits 
Husky has a defined contribution pension plan and a post-retirement health and dental care plan for its employees. In addition, 
Husky has a defined benefit pension plan for approximately 200 active employees and 460 retirees and beneficiaries. In 1991, 
admittance to the defined benefit pension plan ended after the majority of members transferred to the newly created defined 


contribution pension plan. See Note 16 to the Consolidated Financial Statements. 


Other Obligations 
Husky is also subject to various contingent obligations that become payable only if certain events or rulings were to occur. The inherent 


uncertainty surrounding the timing and financial impact of these events or rulings prevents any meaningful measurement, which is 


necessary to assess impact on future liquidity. Such obligations include environmental contingencies, contingent consideration and 


potential settlements resulting from litigation. 
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2006 Capital Program 
Husky plans to invest capital in the following segments in 2006: 


2006 
Year ended December 31 (S$ millions) Estimate 
Upstream 
Western Canada Sle 
East Coast Canada 350 
International 140 
2,220 
Midstream 340 
Refined Products 260 
Corporate 30 
S$ 2,850 


OFF-BALANCE SHEET ARRANGEMENTS 


We do not utilize off-balance sheet arrangements with unconsolidated entities to enhance perceived liquidity. 


Accounts Receivable Securitization Program 

In the ordinary course of business, we engage in the securitization of accounts receivable. Our receivable securitization program is fully 

utilized at $350 million. The securitization agreement terminates on January 31, 2009. The accounts receivable are sold to an unrelated 

third party on a revolving basis. In accordance with the agreement, we must provide a loss reserve to replace defaulted receivables. 
The securitization program provides us with cost-effective short-term funding for general corporate use. We account for these 


securitizations as asset sales. In the event the program is terminated, our liquidity would not be substantially reduced. 


Standby Letters of Credit 


In addition, from time to time, we issue letters of credit in connection with transactions in which the counterparty requires such security. 


Derivative Instruments 
We utilize derivative financial instruments in order to manage unacceptable risk. The derivative financial instruments currently 


outstanding are listed and discussed in the section “Financial Risk and Risk Management.” 


TRANSACTIONS WITH RELATED PARTIES AND MAJOR CUSTOMERS 

Husky, in the ordinary course of business, was party to a lease agreement with Western Canadian Place Ltd. The terms of the lease 
provided for the lease of office space at Western Canadian Place, management services and operating costs at commercial rates. 
Effective July 13, 2004, Western Canadian Place Ltd. sold Western Canadian Place to an unrelated party. Western Canadian Place 
Ltd. is indirectly controlled by Husky's principal shareholders. Prior to the sale, we paid approximately $10 million for office space 
in Western Canadian Place during 2004. 


We did not have any customers that constituted more than 10 percent of total sales and operating revenues during 2005. 


FINANCIAL RISK AND RISK MANAGEMENT 
Husky is exposed to market risks related to the volatility of commodity prices, foreign exchange rates and interest rates. Refer to 


Section 2. under “The Business Environment in 2005." From time to time, we use derivative instruments to manage our exposure to 
these risks. 
Commodity Price Risk Management 


Husky uses derivative commodity instruments from time to time to manage exposure to price volatility on a portion of its oil and 
gas production and firm commitments for the purchase or sale of crude oil and natural gas. 


We implemented a corporate hedging program for 2004 to manage the volatility of natural gas and crude oil prices. 
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Natural Gas 


As a result of a corporate acquisition, we assumed a natural gas derivative contract for a notional 7.5 mmcf/day that matured at 
the end of 2005. During 2005, we recorded payments totalling $17 million on this contract. 


Power Consumption 


During 2005, we received payments totalling $4 million on our power consumption hedges. 


Foreign Currency Risk Management 

At December 31, 2005, Husky had the following cross currency debt swaps in place: 

m U.S. $150 million at 7125 percent swapped at $1.45 to $218 million at 8.74 percent until November 15, 2006. 
U.S. $150 million at 6.250 percent swapped at $1.41 to $212 million at 7.41 percent until June 15, 2012. 

U.S. $75 million at 6.250 percent swapped at $1.19 to $90 million at 5.65 percent until June 15, 2012. 

U.S. $50 million at 6.250 percent swapped at $1.17 to $59 million at 5.67 percent until June 15, 2012. 

U.S. $75 million at 6.250 percent swapped at $1.17 to $88 million at 5.61 percent until June 15, 2012. 


At December 31, 2005, the cost of a U.S. dollar in Canadian currency was $1.1659. 

In 2005, the cross currency swaps resulted in an offset to foreign exchange gains on translation of U.S. dollar denominated debt 
amounting to $14 million. 

In addition, we entered into U.S. dollar forward contracts, which resulted in realized gains totalling approximately $15 million in 
2005. In 2004, Husky unwound its long-dated forwards resulting in a gain of $8 million, which was recognized into income during 


2005 on the dates the underlying hedged transactions took place. 


Interest Rate Risk Management 
In 2005, interest rate risk management activities resulted in a decrease to interest expense of $13 million. 

The cross currency swaps resulted in an addition to interest expense of $10 million in 2005. 

We have interest rate swaps on $200 million of long-term debt, effective February 8, 2002, whereby 6.95 percent was swapped 
for CDOR + 175 bps until July 14, 2009. During 2005, these swaps resulted in an offset to interest expense amounting to $5 million. 

In May 2005, Husky unwound the interest rate swaps on U.S. $300 million of long-term debt due June 15, 2019. Proceeds of $30 million 
have been deferred and are being amortized to income over the remaining term of the underlying debt. During 2005, the impact 
of these swaps before they were unwound was an offset to interest expense amounting to $3 million. 

In November 2005, Husky unwound the interest rate swaps on U.S. $200 million of long-term debt due November 15, 2016. Proceeds 
of $7 million have been deferred and are being amortized to income over the remaining term of the underlying debt. During 2005, 
the impact of these swaps before they were unwound was an offset to interest expense amounting to $6 million. 


The amortization of previous interest rate swap terminations resulted in an additional $9 million offset to interest expense in 2005. 


OUTSTANDING SHARE DATA 
Authorized: 

m@ unlimited number of common shares 
m@ unlimited number of preferred shares 


Issued and outstanding: February 21, 2006 


™ common shares 424,147,746 
m@ preferred shares none 
m stock options 7,200,457 
m stock options exercisable ILS LSS 


At February 21, 2006, 20,045,663 common shares were reserved for issuance under the stock option plan. Options awarded 


under the stock option plan have a maximum term of five years and vest evenly over the first three years. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


5. 2006 Outlook 


GENERAL ECONOMY 
The factors that produced the supply and demand dynamics affecting 2004 and 2005 are expected to continue into 2006. This 
belief is, in part, derived from the predictions of the International Monetary Fund which forecast continued global economic growth 
led by the emerging Asian economies, particularly China. The world's more developed economies are not expected to interfere with 
this prediction. The largest consumer of petroleum, the United States, is expected to grow and Japan appears to be recovering. 
General inflation is expected to continue to rise as higher petroleum costs ripple throughout the cost inputs of virtually all other 
products and services, including the cost of capital. Although higher petroleum prices are beneficial to creating shareholder value 
for oil and gas enterprises, they also impact us, since we consume vast amounts of goods and services, not the least of which is 


energy itself. 


UPSTREAM 
Production Outlook 
2005 
2006 Actual 
Light crude oil and NGL (mbbls/day) LOS eG 65 
Medium crude oil (mbbls/day) PAS) = BZ Sa 
Heavy crude oil (mbbls/day) Gy 240) 106 
Total crude oil and NGL (mbbls/day) 247 - 268 202 
Natural gas (mmcf/day) 680 - 730 680 
Barrels of oil equivalent (6:1) (mboe/day) 360 - 390 B15 


Western Canada Conventional 

Although the conventional production areas of the Western Canada Sedimentary Basin are considered relatively mature, current 
exploration and development activity is unprecedented. Production from this area is expected to account for less than 80 percent 
of our production in 2006, down from 90 percent in 2005 but will still be Husky's cash generating foundation. By 2010, we expect 
conventional production from Western Canada, including heavy oil, to account for less than 60 percent of our total production. 

We expect to replace a large portion of our conventional production from development of new areas in Canada, the oil sands, 
basins off the East Coast and the Northwest Territories and from China and Indonesia. 

Capital expenditures for development and exploration on our conventional Western Canada properties are expected to account 
for 66 percent of the total $2.2 billion in upstream capital expenditures in 2006; up from 60 percent in 2005. This is because of the 
slowing of White Rose capital spending, which was completed to first oil in 2005, and the slowing of Tucker capital spending, which 
will reach first oil in 2006. This represents a short dip in spending outside of the Western Canada conventional area prior to the 
development of the Sunrise Oil Sands and Madura natural gas and NGL projects. We expect that by 2010 capital expenditures on 
conventional properties in Western Canada will drop to approximately 37 percent of total upstream capital spending. 

We will also continue to pursue additional natural gas reserves and production using unconventional production technology from 


coal beds, shale and tight formations. Based on activity in 2005, production of natural gas from coal beds is encouraging. 
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Oil Sands 


In 2006, we will continue with and complete to first oil the development of Tucker and proceed with the front-end engineering and 
design of Sunrise, which will be developed in phases to reach total capacity by approximately 2012. 


Cost Timing Capacity 
Tucker $500 million 2006 30,000 bbls/day 
Sunrise To be finalized 2010-12 200,000 bbls/day 


Canada — East Coast and Northwest Territories 
On the East Coast we will continue with the development and extension of the White Rose field, including monitoring the economics 
and technical feasibility of natural gas developments off the East Coast, in particular the natural gas resources in the north section 
of the White Rose field. In addition, we will continue to identify and evaluate new prospects off the East Coast with an emphasis on 
the Jeanne d’Arc Basin where we recently acquired additional exploration rights on 38,600 acres, with a minimum work program 
commitment of $36.5 million. 

In 2006, we will proceed with delineation and evaluation of the Summit Creek B-44 discovery which confirmed several productive 


intervals within a 180 metre zone. We and our partners hold over one million acres covering the central extent of this play. 


China and Indonesia 
In China, we will continue to pursue offshore prospects. 

In Indonesia, we expect to conclude negotiating a natural gas sales contract and an extension to the production sharing agreement. 
We will continue to validate previous engineering work and make appropriate modifications during 2006. We expect that development 


construction will take approximately three years following project sanction. 


MIDSTREAM 

In 2006, we will maintain and optimize infrastructure to capitalize on increasing activity in the bitumen corridor, which extends from 
Lloydminster north to Fort McMurray, Alberta. We will also pursue expansion of ancillary businesses including transportation, storage, 
cogeneration and upgrading. In particular, we will continue the debottlenecking projects and operating performance initiatives at 


the Lloydminster Heavy Oil Upgrader. 


REFINED PRODUCTS 

In 2006, we will complete the Prince George Refinery modification, which will permit production of fuels that meet Federal requirements 
and we will complete the Lloydminster Ethanol Plant. We will also continue with construction of asecond ethanol plant at Minnedosa, 
Manitoba, which will replace a small existing plant and is expected to be operational by mid-2007. We will continue to improve technology, 


appearance and product offerings at our marketing outlets. We will also continue to optimize the number and location of our retail outlets. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


6. Application of Critical Accounting Estimates 


Husky's Consolidated Financial Statements have been prepared in accordance with Canadian GAAP. The significant accounting policies 
we use are disclosed in Note 3 to the Consolidated Financial Statements. Certain accounting policies require that we make appropriate 
decisions with respect to the formulation of estimates and assumptions that affect the reported amounts of assets, liabilities, revenues 
and expenses. The following discusses such accounting policies and is included in the MD&A to aid you in assessing the critical accounting 
policies and practices of Husky and the likelihood of materially different results being reported. We review our estimates regularly. 
The emergence of new information and changed circumstances may result in actual results or changes to estimated amounts that 
differ materially from current estimates. 

The following assessment of significant accounting policies is not meant to be exhaustive. Husky might realize different results 


from the application of new accounting standards promulgated, from time to time, by various rule-making bodies. 


FULL COST ACCOUNTING FOR OIL AND GAS ACTIVITIES 
The indicated change in the following estimates will result in a corresponding increase in the amount of depletion, depreciation and 


amortization (“DD&A") expense charged to income in a given period: 


An increase in: 

m estimated costs to develop the proved undeveloped reserves; 

m estimated fair value of the asset retirement obligation related to the oil and gas properties; and 
m estimated impairment of costs excluded from the DD&A calculation. 

A decrease in: 

m@ previously estimated proved oil and gas reserves; and 


m estimated proved reserves added compared to capital invested. 


DEPLETION EXPENSE 

Husky uses the full cost method of accounting for exploration and development activities as recommended by the CICA. In accordance 
with this method of accounting, all costs associated with exploration and development are capitalized on a country by country basis. 
The aggregate of capitalized costs, net of accumulated DD&A, plus the estimated future costs required to develop the proved undeveloped 
oil and gas reserves less estimated equipment salvage values is charged to income using the unit of production method based on 


estimated proved oil and gas reserves. 


WITHHELD COSTS 

Certain costs related to unproved properties and major development projects may be excluded from costs subject to depletion until 
proved reserves have been determined or their value is impaired. These properties are reviewed quarterly and any impairment is 
transferred to the costs being depleted or, if the properties are located in a cost centre where there is no reserve base, the impairment 


is charged directly to earnings. 
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FULL COST ACCOUNTING 


Effective January 1, 2004, we adopted Accounting Guideline 16, “Oil and Gas Accounting — Full Cost". The new guideline modified 
the ceiling test, which requires, for each cost centre, Capitalized costs be tested for recoverability. The test uses the estimated undiscounted 
future net cash flows from proved oil and gas reserves based on forecast prices and costs. When the carrying amount of a cost 
centre is not recoverable, the cost centre is written down to its fair value. Fair value is estimated using present value techniques 


which incorporate risks and other uncertainties as well as the future value of reserves when determining estimated cash flows. 


IMPAIRMENT OF LONG-LIVED ASSETS 


We are required to review the carrying value of all property, plant and equipment, including the carrying value of oil and gas assets, 
for potential impairment. Impairment is indicated if the carrying value of the long-lived asset or oil and gas cost centre is not recoverable 
by the future undiscounted cash flows. If impairment is indicated, the amount by which the carrying value exceeds the estimated 


fair value of the long-lived asset is charged to earnings. 


FAIR VALUE OF DERIVATIVE INSTRUMENTS 

Periodically we utilize financial derivatives to manage market risk. The purpose of the derivative is to provide an element of stability 
to our cash flow in a volatile environment. We disclose the estimated fair value of open hedging contracts as at the end of a reporting 
period. Effective January 1, 2004 Husky adopted CICA Accounting Guideline 13, “Hedging Relationships” (“AcG-13"). AcG-13 has 
essentially the same criteria to be satisfied before the application of hedge accounting is permitted as the corresponding requirements 
of the FASB Statement No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“FAS 133"). Refer to the description 
of FAS 133 in Note 19 to the Consolidated Financial Statements. 

The estimation of the fair value of certain hedging derivatives requires considerable judgement. The estimation of the fair value 
of commodity price hedges requires sophisticated financial models that incorporate forward price and volatility data and which when 
compared with Husky's open hedging contracts, produce cash inflow or outflow variances over the contract period. The estimate of 
fair value for interest rate and foreign currency hedges is determined primarily through quotes from financial institutions. 

Accounting rules for transactions involving derivative instruments are complex and subject to a range of interpretation. The FASB 
has established the Derivative Implementation Group task force, which, on an ongoing basis, considers issues arising from interpretation 
of these accounting rules. The potential exists that the task force may promulgate interpretations that differ from those of Husky. 


In this event our policy would be modified. 


ASSET RETIREMENT OBLIGATIONS 
Effective January 1, 2004, we adopted the recommendations of CICA section 3110, “Asset Retirement Obligations” (“ARO”), which 
is essentially identical to the United States accounting requirements of FAS 143. 

We have significant obligations to remove tangible assets and restore land after operations cease and we retire or relinquish the 
asset. The ARO relates to all of our business operations, however, approximately 90 percent of the liability relates to the upstream 
business. The retirement of upstream assets consists primarily of plugging and abandoning wells, removing and disposing of surface 
and sub-sea equipment and facilities and restoration of land to a state required by regulation or contract. Estimating the future 
restoration and removal costs is difficult and requires management to make estimates and judgments because most of the removal 
obligations are many years in the future and contracts and regulations often require interpretation. Restoration technologies and 


costs are constantly changing, as are regulatory, political, environmental, safety and public relations considerations. 
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The new ARO rules require that an asset retirement obligation associated with the retirement of a tangible long-lived asset be 
recognized as a liability in the period in which a legal obligation is incurred and becomes determinable, with an offsetting increase 
in the carrying cost of the associated asset. The cost of the tangible asset, including the initially recognized ARO, is depleted such 
that the initial fair value of the ARO is recognized over the useful life of the asset. The initial fair value of the ARO is accreted to its 
expected settlement date. The accretion amount is expensed as a cost of operating and is added to the ARO liability. The fair value 
of the ARO is measured using expected future cash outflows discounted at our credit adjusted risk free interest rate. 

Inherent in the present value calculation are numerous assumptions and judgments including the ultimate settlement amounts, 
future third-party pricing, inflation factors, credit adjusted discount rates, timing of settlement and changes in the legal, regulatory, 
environmental and political environments. To the extent future revisions to these assumptions impact the present value of the existing 


ARO liability, a corresponding adjustment is made to the tangible asset balance. 


LEGAL, ENVIRONMENTAL REMEDIATION AND OTHER CONTINGENT MATTERS 

We are required to both determine whether a loss is probable based on judgement and interpretation of laws and regulations and 
determine that the loss can reasonably be estimated. When the loss is determined it is charged to earnings. The Company's management 
must continually monitor known and potential contingent matters and make appropriate provisions by charges to earnings when 


warranted by circumstances. 


INCOME TAX ACCOUNTING 
The determination of our income and other tax liabilities requires interpretation of complex laws and regulations often involving 
multiple jurisdictions. All tax filings are subject to audit and potential reassessment after the lapse of considerable time. Accordingly, 


the actual income tax liability may differ significantly from that estimated and recorded by management. 


BUSINESS COMBINATIONS 

Over recent years Husky has grown considerably through combining with other businesses. Husky acquired Temple Exploration Inc. 
in 2004 and Marathon Canada Limited in 2003. These transactions were accounted for using what is now the only accounting method 
available, the purchase method. Under the purchase method, the acquiring company includes the fair value of the assets of the acquired 
entity on its balance sheet. The determination of fair value necessarily involves many assumptions. The valuation of oil and gas 
properties primarily relies on placing a value on the oil and gas reserves. The valuation of oil and gas reserves entails the process 
described in Section 3. “Results of Operations - Upstream” under the caption “Oil and Gas Reserves” but in contrast incorporates 
the use of economic forecasts that estimate future changes in prices and costs. In addition, this methodology is used to value unproved 


oil and gas reserves. The valuation of these reserves, by their nature, is less certain than the valuation of proved reserves. 


GOODWILL 

The process of accounting for the purchase of a company, described above, results in recognizing the fair value of the acquired 
company’s assets on the balance sheet of the acquiring company. Any excess of the purchase price over fair value is recorded as 
goodwill. Since goodwill results from the culmination of a process that is inherently imprecise the determination of goodwill is also 
imprecise. In accordance with the issuance of FASB Statement No. 142 and CICA section 3062, “Goodwill and Other Intangible Assets”, 
goodwill is no longer amortized but assessed periodically for impairment. The process of assessing goodwill for impairment necessarily 


requires Husky to determine the fair value of its assets and liabilities. Such a process involves considerable judgement. 
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7. New Accounting Standards 


LIABILITIES AND EQUITY 

In November 2004, the Accounting Standards Board (““AcSB") revised recommendations in CICA section 3860, “Financial Instruments 
— Disclosure and Presentation", on the classification of obligations that must or could be settled with an entity's own equity instruments. 
The new recommendations were effective January 1, 2005 and resulted in Husky's capital securities being classified as liabilities 
instead of equity. The accrued return on the capital securities and the issue costs are classified outside of shareholders’ equity. The 


return on the capital securities is a charge to earnings. The revision was applied retroactively effective January 1, 2005. 


NON-MONETARY TRANSACTIONS 

In June 2005, the AcSB issued CICA section 3831, “Non-monetary Transactions” which replaced section 3830 of the same name. 
The new recommendations require that all non-monetary transactions are measured based on fair value unless the transaction lacks 
commercial substance or is an exchange of product or property held for sale in the ordinary course of business. The guidance is 


effective for all non-monetary transactions initiated in periods beginning on or after January 1, 2006. 


8. Pending Accounting Standards 


In April 2005, the CICA released three new Handbook sections which deal with the recognition and measurement of financial instruments: 
Section 1530, Comprehensive Income; 

Section 3855, Financial Instruments — Recognition and Measurement; and 

m Section 3865, Hedges. 


The new standards are an attempt to harmonize Canadian GAAP with U.S. GAAP. Initial measurement of all financial instruments is 
to be based on their fair values. The subsequent measurement of the financial instrument will depend on whether it is classified as 
a loan or receivable; held to maturity investment; available for sale financial asset; held for trading asset or liability; or, other financial 
liability. Available for sale financial assets and held for trading assets or liabilities are measured at fair value on an ongoing basis. 
The other financial instruments are recognized at amortized cost using the effective interest method. The gains and losses on held 
for trading financial instruments are recognized immediately in net income. The gains and losses on available for sale financial assets 
will be recognized in other comprehensive income and are transferred to net income when the asset is derecognized. 

Other comprehensive income is a new equity category where revenues, expenses, gains and losses are temporarily presented 
outside of net income but included in comprehensive income. Unrealized gains or losses on qualifying hedging instruments and available 
for sale financial assets are included in other comprehensive income and reclassified to net income when realized. 

Hedge accounting continues to be an option and the new Handbook section provides detailed guidance on the application of 
hedge accounting and the required disclosures. 

These new standards are effective for fiscal years beginning on or after October 1, 2006. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


9. Summary of Variances for 2004 Compared with 2003 


Net earnings in 2004 were $1,006 million compared with $1,370 million in 2003. The decrease of $364 million was attributable to 


the following: 


Upstream — decrease of $354 million 

m= hedging losses; 

®@ higher operating costs and DD&A; 

m higher royalties; and 

m higher income taxes. 

Partially offset by: 

m higher crude oil and natural gas prices; and 


m higher sales volume of heavy crude oil and natural gas. 


Midstream — increase of $55 million 

m wider upgrading differential; 

m higher heavy crude oil pipeline throughput and tariffs; 

m higher crude oil and NGL trading; and 

m higher income taxes. 

Partially offset by: 

m lower upgrader throughput and sales volume; 

@ higher unit operating costs, which were primarily energy related; and 


m lower cogeneration income. 


Refined Products — increase of $9 million 

m higher light oil product margins; and 

m higher restaurant and convenience store income. 
Partially offset by: 

m higher depreciation and amortization; and 


m higher income taxes. 


Corporate — decrease of $74 million 

m lower foreign exchange gains; 

stock-based compensation first recorded in June 2004; 
m higher intersegment profit eliminated; and 

m higher administration expenses. 

Partially offset by: 

m lower depreciation and amortization; 

m lower interest expense resulting from lower rates; and 


m higher capitalized interest resulting from a higher capital base for the White Rose project. 
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10. Forward-looking Statements 


This MD&A contains certain forward-looking statements relating, but not limited, to Husky's operations, anticipated financial performance, 

levels of production, business prospects and strategies and which are based on our expectations, estimates, projections and assumptions 

and were made by us in light of experience and perception of historical trends. All statements that address expectations or projections 

about the future, including statements about strategy for growth, expected expenditures, commodity prices, costs, production volumes 

and operating or financial results, are forward-looking statements. Some of our forward-looking statements may be identified by 

words like “expects”, “anticipates”, “plans”, “intends”, "believes", “projects”, “could”, “vision”, “goal”, “objective” and similar expressions. 

In addition, our production forecast and our estimate of productive capacity for White Rose, Tucker and Sunrise and plans associated 

with our exploration programs are forward-looking statements. Our business is subject to risks and uncertainties, some of which 

are similar to other energy companies and some of which are unique to Husky. Our actual results may differ materially from those 

expressed or implied by Husky's forward-looking statements as a result of known and unknown risks, uncertainties and other factors. 
The reader is cautioned not to place undue reliance on Husky's forward-looking statements. By their nature, forward-looking 

statements involve numerous assumptions, inherent risks and uncertainties, both general and specific, which contribute to the possibility 

that the predicted outcomes will not occur. The risks, uncertainties and other factors, many of which are beyond our control, that 

could influence actual results include, but are not limited to: 

m fluctuations in commodity prices; 

m the accuracy of our oil and gas reserve estimates and estimated production levels as they are affected by our success at exploration 
and development drilling and related activities and estimated decline rates; 

m the uncertainties resulting from potential delays or changes in plans with respect to exploration or development projects or capital 
expenditures; 

™ changes in general economic, market and business conditions; 

m fluctuations in supply and demand for our products; 

m fluctuations in the cost of borrowing; 

@ our use of derivative financial instruments to hedge exposure to changes in commodity prices and fluctuations in interest rates 
and foreign currency exchange rates; 

m political and economic developments, expropriations, royalty and tax increases, retroactive tax claims and changes to import 
and export regulations and other foreign laws and policies in the countries in which we operate; 

™ our ability to receive timely regulatory approvals; 

m@ the integrity and reliability of our capital assets; 

m the cumulative impact of other resource development projects; 

mw the maintenance of satisfactory relationships with unions, employee associations and joint venturers; 

@ competitive actions of other companies, including increased competition from other oil and gas companies or from companies 
that provide alternate sources of energy; 

m actions by governmental authorities, including changes in environmental and other regulations that may impose restriction in 


areas where we operate; 
mw the ability and willingness of parties with whom we have material relationships to fulfill their obligations; and 
m the occurrence of unexpected events such as fires, blowouts, freeze-ups, equipment failures and other similar events affecting 


us or other parties whose operations or assets directly or indirectly affect us and that may or may not be financially recoverable. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 
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11. Oil and Gas Reserve Reporting 


DISCLOSURE OF PROVED OIL AND GAS RESERVES AND OTHER OIL AND GAS INFORMATION 

Husky's disclosure of proved oil and gas reserves and other information about its oil and gas activities has been made based on 
reliance of an exemption granted by the Canadian Securities Administrators. The exemption permits Husky to make these disclosures 
in accordance with requirements in the United States. These requirements and, consequently, the information presented may differ 
from Canadian requirements under National Instrument 51-101, “Standards of Disclosure for Oil and Gas Activities”. The proved oil 
and gas reserves disclosed in this MD&A have been evaluated using the United States standards contained in Rule 4-10 of Regulation S-x 
of the Securities Exchange Act of 1934. The probable oil and gas reserves disclosed in this MD&A have been evaluated in accordance 
with the Canadian Oil and Gas Evaluation Handbook and National Instrument 51-101. 

Husky uses the terms barrels of oil equivalent (“boe") and thousand cubic feet of gas equivalent (“mcfge"), which are calculated 
on an energy equivalence basis whereby one barrel of crude oil is equivalent to six thousand cubic feet of natural gas. Readers are 
cautioned that the terms boe and mcfge may be misleading, particularly if used in isolation. This measure is primarily applicable at 
the burner tip and does not represent value equivalence at the well head. 

Cautionary note to U.S. Investors - The United States Securities and Exchange Commission permits oil and gas companies, in 
their filings with the SEC, to disclose only proved reserves that a company has demonstrated by actual production or conclusive 
formation tests to be economically and legally producible under existing economic and operating conditions. Husky uses certain 


terms in this MD&A, such as probable that the SEC's guidelines strictly prohibit from inclusion in filings with the SEC. 


12. Non-GAAP Measures 


DISCLOSURE OF CASH FLOW FROM OPERATIONS 

This MD&A contains the term “cash flow from operations”, which should not be considered an alternative to, or more meaningful 
than “cash flow - operating activities", as determined in accordance with GAAP as an indicator of the Company's financial performance. 
The Company's determination of cash flow from operations may not be comparable to that reported by other companies. Cash flow 
from operations equals net earnings plus items not affecting cash which include accretion, depletion, depreciation and amortization, 
future income taxes, foreign exchange and other non-cash items. The following table shows the reconciliation of cash flow from 


operations to cash flow - operating activities for the years ended December 31: 


(S millions) 2005 2004 2003 
Non-GAAP Cash flow from operations $3,735 SZ oe S 2,430 
Settlement of asset retirement obligations (41) (40) (34) 
Change in non-cash working capital (72) 169 is 
GAAP Cash flow — operating activities S$ 3,672 S 2,326 S 2,509 
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13. Evaluation of Disclosure Controls and Procedures 


Husky's Chief Executive Officer, acting also in his capacity as Acting Chief Financial Officer, has concluded, based on his evaluation 
as of a date within 90 days prior to the filing of this MD&A (the “evaluation date"), that Husky's disclosure controls and procedures 
are effective to ensure that information required to be disclosed by it in reports filed or submitted by it under the Securities Exchange 
Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the Securities and 
Exchange Commission's rules and forms, and includes controls and procedures designed to ensure that information required to be 
disclosed by it in such reports is accumulated and communicated to Husky's management, including its Chief Executive Officer and 
Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure. 

There have been no significant changes to Husky's disclosure controls or in other factors that could significantly affect these 
controls subsequent to the evaluation date and the filing date of this MD&A. 


PUBLIC SECURITIES FILINGS 
You may access additional information about our Company, including our Annual Information Form, which is filed with the Canadian 


Securities Administrators at www.sedar.com and the Form 40-F, which is filed with the United States Securities and Exchange Commission 


at Www.SeC.gov. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Management's 
Report 


Auditors’ 
Report to the 
Shareholders 


The management of Husky Energy Inc. is responsible for the financial information and operating data presented in 
this Annual Report. 

The consolidated financial statements have been prepared by management in accordance with Canadian generally 
accepted accounting principles. When alternative accounting methods exist, management has chosen those it deems 
most appropriate in the circumstances. Financial statements are not precise as they include certain amounts based 
on estimates and judgments. Management has determined such amounts on a reasonable basis in order to ensure 
that the financial statements are presented fairly, in all material respects. Financial information presented elsewhere 
in this Annual Report has been prepared on a basis consistent with that in the consolidated financial statements. 

Husky Energy Inc. maintains systems of internal accounting and administrative controls. These systems are designed 
to provide reasonable assurance that the financial information is relevant, reliable and accurate and that the Company's 
assets are properly accounted for and adequately safeguarded. The system of internal controls is further supported 
by an internal audit function. 

The Audit Committee of the Board of Directors, composed of independent non-management directors, meets 
regularly with management, as well as the external auditors, to discuss auditing (external, internal and joint venture), 
internal controls, accounting policy, financial reporting matters and reserves determination process. The 
Committee reviews the annual consolidated financial statements with both management and the independent auditors 
and reports its findings to the Board of Directors before such statements are approved by the Board. 

The consolidated financial statements have been audited by KPMG LLP, the independent auditors, in accordance 
with Canadian generally accepted auditing standards on behalf of the shareholders. KPMG LLP has full and free 
access to the Audit Committee. 


John C. S. Lau 
President & Chief Executive Officer 


Calgary, Alberta Canada 
February 6, 2006 


We have audited the consolidated balance sheets of Husky Energy Inc., as at December 31, 2005, 2004 and 2003 
and the consolidated statements of earnings, retained earnings, and cash flows for each of the years in the three- 
year period ended December 31, 2005. These financial statements are the responsibility of the Company's management. 
Our responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the Company as at December 31, 2005, 2004 and 2003 and the results of its operations and its cash flows for 
each of the years in the three-year period ended December 31, 2005 in accordance with Canadian generally accepted 
accounting principles. 


KPMG we 


Chartered Accountants 
Calgary, Alberta Canada 
February 6, 2006 
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Consolidated Balance Sheets 


As at December 31 (millions of dollars) 


2005 2004 2003 
ASSETS 
Current assets 
Cash and cash equivalents $ 249 S ‘f S$ 3 
Accounts receivable (note 4) 856 446 618 
Inventories (note 5) 471 274 198 
Prepaid expenses 40 52 33 
1,616 779 852 
Property, plant and equipment, net (notes 1, 6) 13,959 2A 10,862 
Goodwill (note 7) 160 160 120 
Other assets (note 11) 62 108 eS 


$ 15,797 § 13,240 § 11,949 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 


Bank operating loans (note 9) $ = 5 49 $ 71 
Accounts payable and accrued liabilities (note 10) 2,391 1,498 i ak sys) 
Long-term debt due within one year (note 11) 274 56 259 
2,665 1,603 1,466 

Long-term debt (note 11) 1,612 2,047 1730 
Other long-term liabilities (note 12) 730 632 Sis) 
Future income taxes (note 13) 3,270 Zoe 2,621 


Commitments and contingencies (note 14) 
Shareholders’ equity 


Common shares (note 15) 3,523 37506 S45 if 
Retained earnings SHEM/ 2,694 256 
7,520 6,200 5,618 

$15,797 $ 13,240 §$ 11,949 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 2004 and 2003 amounts as restated 
(notes 3 and 11). 


On behalf of the Board: 


John C. S. Lau R.D. Fullerton 
Director Director 


CONSOLIDATED FINANCIAL STATEMENTS 


Consolidated Statements of Earnings 


Year ended December 31 (millions of dollars, except per share amounts) 2005 2004 2003 
Sales and operating revenues, net of royalties $10,245 S 8,440 S 7,658 
Costs and expenses 
Cost of sales and operating expenses (note 12) 5,917 5,706 4,847 
Selling and administration expenses 138 ies) 119 
Stock-based compensation (note 15) 171 67 = 
Depletion, depreciation and amortization (notes 1, 6) 1,256 aWaly(Si- il (Oyzal 
Interest — net (note 11) 32 60 102 
Foreign exchange (note 11) (31) (120) (282) 
Other — net (50) 8 3 
7,433 7,035 5,810 
Earnings before income taxes 2,812 1,405 1,848 
Income taxes (note 13) 
Current 297 302 147 
Future : 512 97 333i 
809 399 478 
Net earnings $ 2,003 S 1,006 S i,30e 
Earnings per share (note 15) 
Basic S$ 4:72 S) 426a Sveats26 
Diluted $ 4.72 Slee i Si 3525 


Consolidated Statements of Retained Earnings 


Year ended December 31 (millions of dollars) 2005 2004 2003 
Beginning of year S$ 2,694 S 2 Wes S 1,366 
Net earnings 2,003 1,006 1,370 
Dividends on common shares (note 15) 

Ordinary (276) (195) (160) 

Special (424) (229) (420) 
Stock-based compensation — retroactive adoption (note 15) = (44) = 
End of year $ 3,997 $ 2,694 5 wierie6 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 2004 and 2003 amounts as restated 
(notes 3 and 11). 
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Consolidated Statements of Cash Flows 


Year ended December 31 (millions of dollars) 2005 2004 2003 


Operating activities 


Net earnings $ 2,003 S 1,006 Se ikewds) 
Items not affecting cash 


Accretion (note 12) 33 Bil Be 
Depletion, depreciation and amortization 1,256 ihaliz¢e) FOZ 1 
Future income taxes 512 Ni Shik 
Foreign exchange (37) (124) (309) 
Other 18 12 (5) 
Settlement of asset retirement obligations (41) (40) (34) 
Change in non-cash working capital (note 8) (72) 169 113 
Cash flow — operating activities 3,672 2,326 2,509 
Financing activities 
Bank operating loans financing — net (49) (22) Tal 
Long-term debt issue 3,235 2,200 598 
Long-term debt repayment (3,401) (179377) (971) 
Settlement of cross currency swap = a (32) 
Debt issue costs = (5) = 
Proceeds from exercise of stock options 6 18 ji 
Proceeds from monetization of financial instruments 39 8 44 
Dividends on common shares (700) (424) (580) 
Other (1) = = 
Change in non-cash working capital (note 8) 255 Seti 48 
Cash flow — financing activities (616) AlAs) TA) 
Available for investing 3,056 PA IEXOM it, ets 
Investing activities 
Capital expenditures (3,068) (2,349) (1,868) 
Corporate acquisitions = (102) (809) 
Asset sales 74 36 S11 
Other (31) (19) 5 
Change in non-cash working capital (note 8) 211 (63) Bee 20r 
Cash flow — investing activities (2,814) (2,497) __ (2,041) 
Increase (decrease) in cash and cash equivalents 242 4 (303) 
Cash and cash equivalents at beginning of year 7 3 306 
Cash and cash equivalents at end of year $ 249 a ee §S rented) 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 2004 and 2003 amounts as restated 


(notes 3 and 11). 


CONSOLIDATED FINANCIAL STATEMENTS 


Notes to the Consolidated Financial Statements 


Except where indicated and per share amounts, all dollar amounts are in millions. 


Note 1. Segmented Financial Information ” 


Upstream Midstream 
Upgrading 
2005 2004 2003 2005 2004 2003 
Year ended December 31 
Sales and operating revenues, net of royalties $ 4,367 S$ 3,120 $3,186 $1,488 $1,058 $1,013 
Costs and expenses 
Operating, cost of sales, selling and general 1,050 967 873 1,018 884 901 
Depletion, depreciation and amortization 1,144 th OETE Os 21 19 20 
Interest — net s = = = = = 
Foreign exchange = = cs = = = 
2,194 2,044 1,791 1,039 903 921 
Earnings (loss) before income taxes 2,173 1,076 Qs 449 55 92 
Current income taxes 215 fala 95 16 = 1 
Future income taxes 434 NS yZ 233 120 43 20 
Net earnings (loss) Sl 524 eS Gomes eel OO Cp hk} & te Ss 7a 
Capital employed - As at December 31 S$ 8,697 S 7,600 S 6,607 S coy S aise) S aleye 
Property, plant and equipment — As at December 31 
Cost 
Canada $18,512) Sie Ocsues is eon Salts SalOsvt S does 
International 655 587 503 = = = 


$19,167 $16,610 $14,334 $1,205 $ 1,084 535 .1,023 


Accumulated depletion, depreciation and amortization 
Canada $76.5729) S522 Saas $ 430 S$ 409 S$ 391 
International 354 Sill 252 = = = 


$7,083 SS 6,0semnsn42n0 $430 “SACI So se2 


Net 
Canada lly ese) Saloon S Spills S 7s S 6s S 682 
International 301 276 syil ~ = = 
$12,084 $10,577 S$ 9,364 3 ai S Ges S Ese 
Capital expenditures - Year ended December 31 9) S Aye) Se Blsr S Ane § 120 $ ee Ss 25 
Total assets —- As at December 31 
Canada $12,559 $10,771 S 9,583 $§ 844 S$ 708 S$ 650 
International 328 275 264 = = = 


$12,887 $11,046 $ 9,847 $ 844 $ 708 $ 650 


(1) 2004 and 2003 amounts as restated (notes 3 and 11). 

(2) Eliminations relate to sales and operating revenues between segments recorded at transfer prices based on current market prices, and to unrealized intersegment profits 
in inventories. 

(3) Excludes capitalized costs related to asset retirement obligations incurred during the period and corporate acquisitions. 

(4) Includes goodwill on corporate acquisitions related to Upstream. 
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Midstream 


Refined Products 


Corporate and Eliminations (2) 


Total 


Infrastructure and Marketing 


2005 2004 2003 2005 2004 2003 2005 2004 2003 2005 2004 2003 

$7,383 $6,126 S$ 4,946 $2,345 $1,797 $1,502 $(5,338) $(3,661) $(2,989) $10,245 S 8440 S 7,658 

7,084 5,914 4,747 2,169 1,694 1,426 (5,145) (3,543) (2,978) 6,176 5,916 4,969 

21 21 21 47 38 26 23 24 36 1,256 1,179 1,021 

= = se = = = 32 60 102 32 60 102 

= F = z a = (31) (120) (282) (31) (120) (282) 

7,105 5,935 4,768 2,216 1732 1,452 (5;121) 043;579)9 2) 122) 7,433 7,035 5,810 

278 191 178 129 65 50 (217) (82) 133 2,812 1,405 1,848 

(14) Sit 27 (3) al 9 83 49 15 297 302 147 

110 22 37 50 13 (202) (143) 32 512 97 331 

Sep 182. Si28) 4S" 114 Seer o2ms FAS | 32 Siie(9S)ie Sy eto 186 $42,003 9:5.41,00600501,370 
$ 359 $ 402 $ 450 Sm4ia Ss) 354-5 315 $ (635) $ (484) $ (155) 


S Ok S ely S Ce2z 


$1,063 S$ 878 S$ 773 


Sa25 (aS Ss 2a Se 205 


$9,406 $ 8352 $ 7,673 


$21,720 $18,864 $16,454 
655 587 503 


SwrOS3 S164 7505 622 


$1,063 S 878 S$ 773 


Sy S 2325 2os 


yA cilia Sule Silla Clair 


eeec4i 5 9226" S203 Sara? 6 oe 432° 95° 392 S alter SS ileye) SS seis) $ 8,062 S 6,947 S$ 5,843 

= = = = = - - = = 354 cul Ze 
Seec4, one 265,. 203 h did S ae Ss ase S$. .,180) 5 74158'7,S; 439 S) 84160 Se, 258e0s 6,095 
$ 436 $ 421 S$ 419 S ei S dae S  systil $ ue & 14 5 66 $13,658 $11,917 $10,611 

= = 2 = - - = = 301 276 251 
S 436 S 421 $ 419 S$ 587 S$ 446 S 381 $ Lia 14a05 66 $13,959: 512,193 $10,862 
$ 3 ae olla 18 Set 9 LS 15 106255 58 $ raw eS EAC OS) 23 9) 31099). Sca,519 Des? 02 


$ 866 S 746 S$ 804 


$26604 06517625" S$ 540 


403665) 115 oS. 5008 


$15,469 $12,965 $11,685 
328 OMS 264 


S GE S ee Sey! 


Sa 634005, 9 625° Se 540 


$§ 366 S$ 


ULES S 
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$15,797 $13,240 $11,949 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Notes to the Consolidated Financial Statements (continued) 


Note 2. Nature of Operations and Organization 
Husky Energy Inc. (“Husky” or “the Company”) is a publicly traded, integrated energy and energy-related company headquartered in Calgary, 
Alberta, Canada. 

Management has segmented the Company's business based on differences in products and services and management strategy and responsibility. 
The Company's business is conducted predominantly through three major business segments — upstream, midstream and refined products. 

Upstream includes exploration for, development and production of crude oil, natural gas and natural gas liquids. The Company's upstream 
operations are located primarily in Western Canada, offshore Eastern Canada, offshore China and offshore Indonesia. 

Midstream includes upgrading of heavy crude oil feedstock into synthetic crude oil (upgrading); marketing of the Company's and other 
producers’ crude oil, natural gas, natural gas liquids, sulphur and petroleum coke; and pipeline transportation and processing of heavy crude 
oil, storage of crude oil, diluent and natural gas and cogeneration of electrical and thermal energy (infrastructure and marketing). 

Refined products include refining of crude oil and marketing of refined petroleum products including gasoline, diesel, ethanol blended fuels, 
asphalt and ancillary products. 


Note 3. Significant Accounting Policies 


a) Principles of Consolidation and the Preparation of Financial Statements 

These financial statements are prepared in accordance with Canadian generally accepted accounting principles (“GAAP”) which, in the case 
of the Company, differ in certain respects from those in the United States. These differences are described in note 19, Reconciliation to Accounting 
Principles Generally Accepted in the United States. 

The preparation of financial statements in conformity with Canadian GAAP requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 
and the reported amounts of revenues and expenses during the reported period. Actual results could differ from these estimates. 

The consolidated financial statements include the accounts of the Company and its subsidiaries. 

Substantially all of the Company's upstream activities are conducted jointly with third parties and accordingly the accounts reflect the 
Company's proportionate share of the assets, liabilities, revenues, expenses and cash flow from these activities. 


b) Cash and Cash Equivalents 
Cash and cash equivalents consist of cash on hand and deposits with a maturity of less than three months at the time of purchase. 


c) Inventory Valuation 

Crude oil, natural gas, refined petroleum products and purchased sulphur inventories are valued at the lower of cost or net realizable value. 
Cost is determined using average cost or on a first-in, first-out basis, as appropriate. Materials and supplies are valued at the lower of average 
cost or net realizable value. Cost consists of raw material, labour, direct overhead and transportation. Intersegment profits are eliminated. 


d) Property, Plant and Equipment 

i) Oil and Gas 

The Company employs the full cost method of accounting for oil and gas interests whereby all costs of acquisition, exploration for and development 
of oil and gas reserves are capitalized and accumulated within cost centres on a country-by-country basis. Such costs include land acquisition, 
geological and geophysical activity, drilling of productive and non-productive wells, carrying costs directly related to unproved properties and 
administrative costs directly related to exploration and development activities. 

The provision for depletion of oil and gas properties and depreciation of associated production facilities is calculated using the unit of 
production method, based on gross proved oil and gas reserves as estimated by the Company's engineers, for each cost centre. Depreciation 
of gas plants and certain other oil and gas facilities is provided using the straight-line method based on their estimated useful lives. Costs 
subject to depletion and depreciation include both the estimated costs required to develop proved undeveloped reserves and the associated 
addition to the asset retirement obligations. In the normal course of operations, retirements of oil and gas interests are accounted for by charging 
the asset cost, net of any proceeds, to accumulated depletion or depreciation. Gains or losses on the disposition of oil and gas properties are 
not recognized unless the gain or loss changes the depletion rate by 20 percent or more. 
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Costs of acquiring and evaluating significant unproved oil and gas interests are excluded from costs subject to depletion and depreciation 
until it is determined that proved oil and gas reserves are attributable to such interests or until impairment occurs. Costs of major development 
projects are excluded from costs subject to depletion and depreciation until proved developed reserves have been attributed to a portion of 
the property or the property is determined to be impaired. 

Impairment losses are recognized when the carrying amount of a cost centre exceeds the sum of: 

* the undiscounted cash flow expected to result from production from proved reserves; 

« the costs of unproved properties, less impairment: and 

* the costs of major development projects, less impairment. 

The amount of impairment loss is determined to be the amount by which the carrying amount of the cost centre exceeds the sum of: 

* the fair value of proved and probable reserves; and 


* the cost, less impairment, of unproved properties and major development projects that do not have probable reserves attributed to them. 


ii) Other Plant and Equipment 

Depreciation for substantially all other plant and equipment, except upgrading assets, is provided using the straight-line method based on 
estimated useful lives of assets which range from five to 25 years. Depreciation for upgrading assets is provided using the unit of production 
method, based on the plant's estimated productive life. Repairs and maintenance costs, other than major turnaround costs, are charged to 
earnings as incurred. Major turnaround costs are deferred to other assets when incurred and amortized over the estimated period of time to 
the next scheduled turnaround. At the time of disposition of plant and equipment, accounts are relieved of the asset values and accumulated 
depreciation and any resulting gain or loss is reflected in earnings. 


ili) Asset Retirement Obligations 

The recognition of the fair value of obligations associated with the retirement of tangible long-lived assets is recorded in the period that the 
asset is put into use, with a corresponding increase to the carrying value of the related asset. The obligations recognized are legal obligations. 
The liability is accreted over time for changes in the fair value of the liability through charges to accretion which is included in cost of sales 
and operating expenses. The liability will also be adjusted to reflect revisions to the previous estimates of the undiscounted obligation. The 
costs capitalized to the related assets are amortized to earnings in a manner consistent with the depletion, depreciation and amortization of 
the underlying asset. Retirement expenditures are charged to the accumulated liability as incurred. 


iv) Capitalized Interest 
Interest is capitalized on certain major capital projects based on the Company's long-term cost of borrowing. 


e) Impairment or Disposal of Long-lived Assets 

An impairment loss is recognized when the carrying value of a long-lived asset is not recoverable and exceeds its fair value. Testing for recoverability 
uses the undiscounted cash flows expected from the asset's use and disposition. To test for and measure impairment, long-lived assets are 
grouped at the lowest level for which identifiable cash flows are largely independent. 

A long-lived asset that meets the conditions as held for sale is measured at the lower of its carrying amount or fair value less costs to sell. 
Such assets are not amortized while they are classified as held for sale. The results of operations of a component of an entity that has been 
disposed of, or is classified as held for sale, are reported in discontinued operations if: i) the operations and cash flows of the component have 
been or will be eliminated as a result of the disposal transaction; and, ii) the entity will not have a significant continuing involvement in the 


operations of the component after the disposal transaction. 


f) Goodwill 

Goodwill is the excess of the purchase price paid over the fair value of net assets acquired. Goodwill is subject to impairment tests on at least 
an annual basis or sooner if there are indicators of impairment. The Company tests impairment annually in the fourth quarter of each year. 
To assess impairment, the fair value of the reporting unit is compared with its carrying amount. If any potential impairment is indicated, then 
it is quantified by comparing the carrying value of goodwill to its fair value determined, based on the fair value of the assets and liabilities of 


the reporting unit. Impairment losses would be recognized in current period earnings. 
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Notes to the Consolidated Financial Statements (continued) 


g) Derivative Financial Instruments 

Derivative financial instruments are utilized by the Company to manage market risk against the volatility in commodity prices, foreign exchange 
rates and interest rate exposures. The Company's policy is not to utilize derivative financial instruments for speculative purposes. The Company 
may choose to designate derivative financial instruments as hedges. 

When applicable, at the inception of the hedge, the Company formally documents the designation of the hedge, the risk management objectives, 
the hedging relationships between hedged items and hedging items and the method for testing the effectiveness of the hedge which must be 
reasonably assured over the term of the hedge. This process includes linking all derivatives to specific assets and liabilities on the balance 
sheet or to specific firm commitments or forecasted transactions. The Company formally assesses, both at the inception of the hedge and on 
an ongoing basis, whether the derivatives that are used in hedging transactions are highly effective in offsetting changes in fair values or 
cash flows of hedged items. 

The Company may enter into commodity price contracts to hedge anticipated sales of oil and natural gas production to manage its exposure 
to price fluctuations. Gains and losses from these contracts are recognized in upstream oil and gas revenues as the related sales occur. 

The Company may enter into commodity price contracts to offset fixed price contracts entered into with customers and suppliers in order 
to retain market prices while meeting customer or supplier pricing requirements. Gains and losses from these contracts are recognized in 
midstream revenues or cost of sales as the related sales or purchases occur. 

The Company may enter into interest rate swap agreements to hedge its fixed and floating interest rate mix on long-term debt. Gains and 
losses from these contracts are recognized as an adjustment to the interest expense on the hedged debt instrument. The related amount 
payable or receivable from the counterparties is recorded as an adjustment to accrued interest. 

The Company may enter into foreign exchange contracts to hedge its foreign currency exposures on U.S. dollar denominated long-term 
debt. Gains and losses on these instruments are accrued under other current, or non-current, assets or liabilities on the balance sheet and 
recognized in foreign exchange in the period to which they relate, offsetting the respective foreign exchange gains and losses recognized on 
the underlying foreign currency long-term debt. The forward premium or discount on the foreign exchange contract is amortized as an adjustment 
to interest expense over the term of the contract. 

The Company may enter into foreign exchange forwards and foreign exchange collars to hedge anticipated U.S. dollar denominated oil and 
natural gas sales. Gains and losses on these instruments are recognized as an adjustment to upstream oil and gas revenues when the sale is 
recorded. 

Realized and unrealized gains or losses associated with derivative financial instruments which have been terminated or cease to be effective 
as a hedge prior to maturity are deferred under current or non-current assets or liabilities on the balance sheet and recognized into income 
in the period in which the underlying hedged transaction is recognized in income. In the event that a designated hedged item is sold, extinguishes 
or matures prior to the termination of the related derivative financial instrument, any realized or unrealized gain or loss is recognized in earnings. 


h) Employee Future Benefits 
The Company provides a defined contribution pension plan and a post-retirement health and dental care plan to qualified employees. The 
Company also maintains a defined benefit pension plan for a small number of employees who did not choose to join the defined contribution 
pension plan in 1991. The cost of the pension benefits earned by employees in the defined contribution pension plan is paid and expensed 
when incurred. The cost of the benefits earned by employees in the post-retirement health and dental care plan and defined benefit pension 
plan is charged to earnings as services are rendered using the projected benefit method prorated on service. The cost of the post-retirement 
health and dental care plan and defined benefit pension plan reflects a number of assumptions that affect the expected future benefit payments. 
These assumptions include, but are not limited to, attrition, mortality, the rate of return on pension plan assets and salary escalations for the 
defined benefit pension plan and expected health care cost trends for the post-retirement health and dental care plan. The plan assets are 
valued at fair value for the purposes of calculating the expected return on plan assets. 

Adjustments arising out of plan amendments, changes in assumptions and experience gains and losses are normally amortized over the 
expected remaining average service life of the employee group. 
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i) Future Income Taxes 


The Company follows the liability method of accounting for income taxes. Future income tax assets and liabilities are recognized at expected 
tax rates in effect when temporary differences between the tax basis and the carrying value of the Company's assets and liabilities reverse. 
The effect of a change to the tax rate on the future tax assets and liabilities is recognized in earnings when substantively enacted. 


j) Non-monetary Transactions 


Non-monetary transactions are measured based on fair value unless the transaction lacks commercial substance or is an exchange of product 
or property held for sale in the ordinary course of business. 


k) Revenue Recognition 

Revenues from the sale of crude oil, natural gas, natural gas liquids, synthetic crude oil, purchased commodities and refined petroleum products 
are recorded on a gross basis when title passes to an external party. Sales between the business segments of the Company are eliminated 
from sales and operating revenues and cost of sales. Revenues associated with the sale of transportation, processing and natural gas storage 
services are recognized when the services are provided. 


!) Foreign Currency Translation 

Results of foreign operations, all of which are considered financially and operationally integrated, are translated to Canadian dollars at the 
monthly average exchange rates for revenue and expenses, except for depreciation and depletion which are translated at the rate of exchange 
applicable to the related assets. Monetary assets and liabilities are translated at current exchange rates and non-monetary assets and liabilities 
are translated using historical rates of exchange. Gains or losses resulting from these translation adjustments are included in earnings. 


m) Stock-based Compensation 

Effective January 1, 2004, the Company adopted Canadian Institute of Chartered Accountants (“CICA”) section 3870, “Stock-based Compensation 
and Other Stock-based Payments”, retroactively without restatement of prior periods. In accordance with the Company's stock option plan, 
common share options may be granted to directors, officers and certain other employees. The recommendations require the Company to record 
compensation expense over the vesting period based on the fair value of options granted. 

Effective June 1, 2004, the Company amended its stock option plan to a tandem plan that provides the stock option holder with the right 
to exercise the stock option or surrender the option for a cash payment. A liability for expected cash settlements is accrued over the vesting 
period of the stock options based on the difference between the exercise price of the stock options and the market price of the Company's 
common shares. The liability is revalued to reflect changes in the market price of the Company's common shares and the net change is recognized 
in earnings. When stock options are surrendered for cash, the cash settlement paid reduces the outstanding liability. When stock options are 
exercised for common shares, consideration paid by the stock option holders and the previously recognized liability associated with the stock 
options are recorded as share capital. Accrued compensation for an option that is forfeited is adjusted to earnings by decreasing the compensation 


cost in the period of forfeiture. 


n) Earnings per Share 
Basic common shares outstanding are the weighted average number of common shares outstanding for each period. The calculation of basic 
earnings per common share is based on net earnings divided by the weighted average number of common shares outstanding. 

Diluted common shares outstanding are calculated using the treasury stock method, which assumes that any proceeds received from in- 
the-money options would be used to buy back common shares at the average market price for the period. However, since the Company has 
a tandem stock option plan and accrues a liability for expected cash settlements, the potential common shares issuable upon exercise associated 
with the stock options are not included in diluted common shares outstanding. Shares potentially issuable on the settlement of the capital 
securities have not been included in the determination of diluted earnings per common share, as the Company has neither the obligation nor 


intention to settle amounts due through the issuance of shares. 


0) Reclassification 
Certain prior years’ amounts have been reclassified to conform with current presentation. 
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Notes to the Consolidated Financial Statements (continued) 


Note 4. Accounts Receivable 


2005 2004 2003 
Trade receivables S$ 854 S 448 S$ 568 
Investment tax credit - - 48 
Allowance for doubtful accounts (10) (10) (12) 
Other a2 8 14 


Sale of Accounts Receivable 
As at December 31, 2005, the Company's ceiling on its securitization program to sell, on a revolving basis, accounts receivable to a third party 
was $350 million. As at December 31, 2005, $350 million (2004 - $350 million; 2003 - $250 million) in outstanding accounts receivable had 
been sold under the program. The agreement includes a program fee. The average effective rate for 2005 was approximately 3.0 percent 
(2004 — 2.6 percent; 2003 — 2.8 percent). 

The Company has retained the responsibility for servicing, administering and collecting accounts receivable sold. The servicing liability at 
December 31, 2005 was not significant. 

Proceeds from revolving sales between the third party and the Company in 2005 totalled approximately $3.4 billion (2004 - $2.5 billion). 


Note 5. Inventories 


2005 2004 2003 
Crude oil and refined petroleum products S$ 241 S59 So HANS 
Natural gas 207 100 69 
Materials, supplies and other 23 15 14 


Note 6. Property, Plant and Equipment 
Refer to note 1, Segmented Financial Information, which presents the Company's property, plant and equipment by segment. 
General and administrative costs capitalized in 2005 were $61 million (2004 — $40 million; 2003 - $28 million). 
Costs of oil and gas properties, including major development projects, excluded from costs subject to depletion and depreciation at December 31 


were as follows: 


2005 2004 2003 
Canada Se2 3h S 2,399 S 1,814 
International 127 129 54 


$ 2,444 $2.21528 S$ 1,868 


The prices used in the ceiling test evaluation of the Company's crude oil and natural gas reserves at December 31, 2005 were: 


Price increase 
2010 to 2025 


Canada 2006 2007 2008 2009 2010 (percent) 
Crude oil (S/bb/) S 50.08 SS Ale, Si7/ S 39.13 Seaial2 S 36.83 30 
Natural gas ($/mcf) 1O%23 8.97 7.40 6.82 6.69 26 


al 
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Note 7. Corporate Acquisitions 


Effective July 15, 2004, the Company acquired all of the issued and outstanding shares of Temple Exploration Inc. (” 


consideration of $102 million. 


Temple") for total cash 


Effective October 1, 2003, the Company acquired all of the issued and outstanding shares of Marathon Canada Limited and the Western 
Canadian assets of Marathon International Petroleum Canada, Ltd. (“Marathon Canada”) for cash consideration of U.S. $611 million (Cdn $831 million). 


In conjunction with the above acquisition of Marathon Canada, the Company sold certain of the Marathon Canada oil and gas properties 
to a third party for cash consideration of U.S. $320 million (Cdn $431 million), 


The results of Temple and Marathon Canada are included in the consolidated financial statements of the Company from their acquisition dates. 
The allocation of the aggregate purchase price based on the estimated fair values of the net assets of Temple and Marathon Canada on 


their acquisition dates was as follows: 


Marathon 
Temple Canada 
Net assets acquired 
Working capital e ti7) e (15) 
Property, plant and equipment 138 1,008 
Goodwill 20 140 
Asset retirement obligations = (38) 
Future income taxes (39) (264) 
S.. 902 Se seit 
(1) Working capital of Marathon Canada acquired included cash of $22 million. 
(2) Allocated to the Company's upstream segment and not deductible for income tax purposes. Refer to note 1, Segmented Financial Information. 
Note 8. Cash Flows —- Change in Non-cash Working Capital 
a) Change in non-cash working capital was as follows: 
2005 2004 2003 
Decrease (increase) in non-cash working capital 
Accounts receivable $ (410) S. Ave, S (7) 
Inventories (197) (77) 28 
Prepaid expenses 17 (12) (10) 
Accounts payable and accrued liabilities 984 323 270 
Change in non-cash working capital 394 443 281 
Relating to: 
Financing activities 255 Shi 48 
Investing activities 211 (63) 120 
Operating activities Se Se 
b) Other cash flow information: 
2005 2004 2003 
Cash taxes paid $ 154 S213 S 69 
Cash interest paid $ 147 poee os SeeLoS 
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Notes to the Consolidated Financial Statements (continued) 


Note 9. Bank Operating Loans 
At December 31, 2005, the Company had unsecured short-term borrowing lines of credit with banks totalling $195 million (2004 and 2003 - 
$195 million). As at December 31, 2005, $0.4 million (2004 - $49 million; 2003 - $71 million) had been used for bank operating loans and 
$18 million (2004 - $23 million; 2003 - $18 million) had been used for letters of credit. Interest payable is based on Bankers’ Acceptance, U.S. 


LIBOR or prime rates. During 2005, the weighted average interest rate on short-term borrowings was approximately 3.9 percent (2004 — 3.4 percent; 


2003 - 3.7 percent). 


Note 10. Accounts Payable and Accrued Liabilities 


Trade payables 

Accrued liabilities 

Dividend payable 

Commodity contract settlements 
Stock-based compensation 
Current income taxes 

Other 


Note 11. Long-term Debt 


Cdn $ Amount 


2005 2004 2003 

Su 88 | Sy 10a ec mes 
1,247 760 804 
530 280 42 

~ 50 8 

130 49 . 
164 119 117 
232 130 107 

$ 2,391|/ $1498 $ 1,136 


U.S. S$ Denominated 


Maturity 2005 2004 2003 2005 2004 2003 
Long-term debt 
Syndicated credit facility $ = S 70 S = $ = 5 = $ = 
Bilateral credit facilities = 40 = = = = 
7.125% notes 2006 175 181 194 150 150 150 
6.25% notes 2012 467 481 Sy / 400 400 400 
7.55% debentures 2016 233 241 258 200 200 200 
6.15% notes 2019 350 361 = 300 300 = 
Private placement notes = 18 41 = US 32 
8.45% senior secured bonds 2006 99 140 188 85 deley, 145 
Medium-term notes = = 200 = = = 
Medium-term notes 2007 100 100 100 = = = 
Medium-term notes 2009 200 200 200 = = = 
8.90% capital securities 2028 262 PAT fal 291 225 225 225 
Total long-term debt 1,886 203 1,989 $ 1,360 Se Aon Sj ilelisy 
Amount due within one year (274) (56) (259) SE 
$ 1,612 S Zion Sao 
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Interest — net for the years ended December 31 was as follows: 


Long-term debt 
Short-term debt 


4 3 zZ 

148 136 160 

Amount capitalized (114) (75) (52) 
34 61 108 

Interest income (2) (1) (6) 


Foreign exchange for the years ended December 31 was as follows: 


2005 2004 2003 
Gain on translation of U.S. dollar denominated long-term debt $ (51) S (150) S (382) 
Cross currency swaps 14 Bif 13 
Other losses 6 5 Bil 

$ (31) Sml20) See(2e2) 


As at December 31, 2005, other assets included $21 million (2004 - $24 million; 2003 — $22 million) of deferred debt issue costs. 


Credit Facilities 

The revolving syndicated credit facility allows the Company to borrow up to $1 billion in either Canadian or U.S. currency from a group of banks 
on an unsecured basis. The facility is structured as a three-year committed revolving credit facility. Interest rates vary based on Canadian 
prime, Bankers’ Acceptance, U.S. LIBOR or U.S. base rate, depending on the borrowing option selected and credit ratings assigned by certain 
credit rating agencies to the Company's rated senior unsecured debt. 


The Company's $150 million revolving bilateral credit facilities have substantially the same terms as the syndicated credit facility. 


Notes and Debentures 

The 7.125 percent notes and the 7.55 percent debentures represent unsecured securities issued under a trust indenture dated October 31, 1996. 
These securities mature in 2006 and 2016, respectively. The 7.125 percent notes are not redeemable prior to maturity. Interest is payable 
semi-annually. 

The 6.25 percent and the 6.15 percent notes represent unsecured securities issued under a trust indenture dated June 14, 2002. Interest 
is payable semi-annually. 

On August 12, 2004, the Company filed a base shelf prospectus with securities regulatory authorities in Canada and the United States. The 
prospectus permits Husky to offer for sale, from time to time, up to U.S. $1 billion of debt securities during the 25-month period from August 12, 
2004. No notes have been issued under the base shelf prospectus as of December 31, 2005. 

The 8.45 percent senior secured bonds represent securities issued by a subsidiary under a trust indenture dated July 20, 1999. These 
securities amortize semi-annually. Such securities were issued in connection with the financing of the Company's share of the costs for the 
exploration and development of the Terra Nova oil field located off the East Coast of Canada. Interest is payable semi-annually. The Company 
has the option of delaying the repayment schedule by one year. The Company, through a wholly owned partnership, owns 12.51 percent of the 
Terra Nova oil field and associated facilities. The repayment of the securities is contracted to be made solely from revenue from the Terra 
Nova oil field. There is also a charge created by the partnership on its interest in the assets of the Terra Nova oil field and associated facilities 
in favour of the security holders. Certain related financial obligations require collateral of letters of credit and/or cash equivalents. As at December 31, 
2005, letters of credit totalling $41 million (2004 and 2003 - $54 million) were outstanding. The Company redeemed these bonds in full on 
February 1, 2006. 
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Notes to the Consolidated Financial Statements (continued) 


The medium-term notes Series B represent unsecured securities issued under a trust indenture dated February 3, 1997 and the Series E 
notes represent unsecured securities issued under a trust indenture dated May 4, 1999. The amounts, rates and maturities are as follows: 


Issue Amount Interest Rate Maturity Date 
Series B S$ 100 6.85% February 2007 
Series E S$ 200 6.95% July 2009 


a eR A EY 


Interest is payable semi-annually on all series. 

The 8.90 percent capital securities represent unsecured securities under an indenture dated Riaast 10, 1998. Such securities rank junior 
to all senior debt and other financial debt of the Company. The 8.90 percent interest is payable semi-annually until August 15, 2008. The capital 
securities mature in 2028. They are redeemable, in whole or in part, by the Company at any time prior to August 15, 2008 at a redemption 
price equal to the greater of the par value of the securities and the sum of the present values of the remaining scheduled payments discounted 
at a rate calculated using a comparable U.S. Treasury Bond rate plus an applicable spread. They are redeemable at par, in whole but not in 
part, by the Company on or after August 15, 2008. If not redeemed in whole, commencing on August 15, 2008, the interest rate changes to 
a floating rate equal to U.S. LIBOR plus 5.50 percent payable semi-annually. The Company has the right at any time prior to maturity, subject 
to certain conditions, to defer payment of interest for up to five years. The Company also has the unrestricted ability to settle its deferred 
interest, principal and redemption obligations through the issuance of common or preferred shares. 

The notes and debentures disclosed above are redeemable (unless otherwise stated) at the option of the Company, at any time, at a redemption 
price equal to the greater of the par value of the securities and the sum of the present values of the remaining scheduled payments discounted 
at a rate calculated using a comparable U.S. Treasury Bond rate (for U.S. dollar denominated securities) or Government of Canada Bond rate 


(for Canadian dollar denominated securities) plus an applicable spread. 


Capital Securities Restatement 

In November 2003, the Accounting Standards Board revised recommendations in CICA section 3860, “Financial Instruments — Disclosure and 
Presentation”, on the classification of obligations that must or could be settled with an entity's own equity instruments. The new recommendations 
were effective January 1, 2005 and resulted in the Company's capital securities being classified as liabilities instead of equity. The accrued 
return on the capital securities and the issue costs are classified outside of shareholders’ equity. The return on the capital securities is a charge 
to earnings. The revision was applied retroactively effective January 1, 2005 and resulted in the following changes to the Company's financial 


statements: 
2004 2003 
As Reported Change As Restated As Reported Change As Restated 
Consolidated Balance Sheets 
Assets 
Other assets SenlOG S 2 S 108 Ss ale S 3 Smee 
Liabilities and Shareholders’ Equity 
Accounts payable and accrued liabilities 1,489 9 1,498 26 10 iil sis) 
Long-term debt ao PAT AN 2,047 1,439 291 1,730 
Capital securities and accrued return 278 (278) = 298 (298) = 
Consolidated Statements of Earnings 
Interest — net S 33 S Zi, S 60 iS} 3 S 29 S02 
Foreign exchange (99) (21) (120) (215) (67) (282) 
Future income taxes 103 (6) 97 B2g 2 SSL 
Net earnings 1,006 = 1,006 1,334 36 sso) 
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Note 12. Other Long-term Liabilities 


2005 2004 2003 


Asset retirement obligations 


$ 557 § 509 Si 8432 
Cross currency swaps 


40 68 Al 
Interest rate swaps 42 18 26 
Employee future benefits 27 23 20 
Stock-based compensation 46 14 = 
Other 18 me * 


Asset Retirement Obligations 


At December 31, 2005, the estimated total undiscounted inflation adjusted amount required to settle the asset retirement obligations was 
$3.3 billion. These obligations will be settled at the end of the useful lives of the underlying assets, which currently extend up to 50 years into 
the future. This amount has been discounted using credit adjusted risk free rates ranging from 6.2 percent to 6.4 percent. 

Changes to the asset retirement obligations were as follows: 


2005 2004 2003 
Asset retirement obligations at beginning of year S$ 509 iS Ze SS Bers 
Liabilities incurred 63 ve} 158 
Liabilities disposed (7) = = 
Liabilities settled (41) (40) (34) 
Revisions = TH = 
Accretion 33 27 22 
Asset retirement obligations at end of year $ 557 S09 Se 


Note 13. Income Taxes 


The provision for income taxes in the Consolidated Statements of Earnings reflects an effective tax rate which differs from the expected statutory 
tax rate. Differences for the years ended December 31 were accounted for as follows: 


2005 2004 2003 
Earnings before income taxes 
Canadian $ 2,553 Seles Ses 
Foreign jurisdictions 259 240 Be 
2,812 1,405 1,848 
Statutory income tax rate (percent) 38.4 39.3 40.2 
Expected income tax 1,080 552 743 
Effect on income tax of: 
Royalties, lease rentals and mineral taxes payable to the crown 105 153 al AS 
Resource allowance on Canadian production income (133) (156) (183) 
Rate benefit on partnership earnings (69) (42) (23) 
Change in statutory tax rate (4) (40) (161) 
Non-deductible capital taxes 15 20 ye 
Capital gains and losses (140) (23) (58) 
Foreign jurisdictions (14) (13) (16) 
Other — net (31) (52) (21) 
Income tax expense Sac09 Sse? S 478 
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Notes to the Consolidated Financial Statements (continued) 


The future income tax liability at December 31 comprised the tax effect of temporary differences as follows: 


2005 2004 2003 

Future tax liabilities 
Property, plant and equipment S$ 3,487 S 2,949 S 2,826 
Foreign exchange gains taxable on realization 60 56 32 
Other temporary differences 2 5 2 
3,549 3,010 2,860 

Future tax assets 

Asset retirement obligations 195 180 160 
Loss carry forwards = 11 Z 
Provincial royalty rebates if; 14 BZ 
Other temporary differences TATA 47 25 
279 252 239 
$ 3,270 Sine $2621 


Note 14. Commitments and Contingencies 
Certain former owners of interests in the upgrading assets retained a 20-year upside financial interest expiring in 2014 which requires payments 
to them when the average differential between heavy crude oil feedstock and synthetic crude oil exceeds $6.50 per barrel. The calculation is 
based on a two-year rolling average of the differential. During 2005, the Company capitalized $68 million (2004 - $27 million; 2003 - $10 million) 
of payments under this arrangement. 

At December 31, 2005, the Company had commitments for non-cancellable operating leases and other long-term agreements that require 
the following minimum future payments: 


2006 2007 2008 2009 2010 After 2010 Total 

Operating leases S 81 S 82 S 76 S 68 S 63 S 132 S Boz 

Firm transportation agreements 169 ilveys) 110 68 50 149 679 

Unconditional purchase obligations 616 656 565 Zi 44 9 2,017 
Lease rentals and exploration 

work agreements 50 54 44 44 81 154 427 
Engineering and construction 

commitments 365 154 iy = = = 5S 


S i 2er S dors S 80/7 SeaU Ss. 1238 S$ 444 $ 4,156 


The Company is involved in various claims and litigation arising in the normal course of business. While the outcome of these matters is 
uncertain and there can be no assurance that such matters will be resolved in the Company's favour, the Company does not currently believe 
that the outcome of adverse decisions in any pending or threatened proceedings related to these and other matters or any amount which it 
may be required to pay by reason thereof would have a material adverse impact on its financial position, results of operations or liquidity. In 
2005 a lawsuit was settled with proceeds received and the resulting gain was recognized in earnings and recorded in other — net. 

The Company has income tax filings that are subject to audit and potential reassessment. The findings may impact the tax liability of the 
Company. The final results are not reasonably determinable at this time and management believes that it has adequately provided for current 
and future income taxes. 
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Note 15. Share Capital 


The Company's authorized share capital is as follows: 
Common shares — an unlimited number of no par value. 
Preferred shares — an unlimited number of no par value, none outstanding. 


Common Shares 


Changes to issued share capital were as follows: 


December 31, 2002 


Options and warrants exercised 


December 31, 2003 


Stock-based compensation — adoption 
Options and warrants exercised 


December 31, 2004 


Options and warrants exercised 


December 31, 2005 


Stock Options 


Number of Shares Amount 
417,873,601 $ 3,406 
4,302,141 51 
422,175,742 3,457 
= ZS 

1,560,672 26 
423,736,414 3,506 
388,664 kT 
424,125,078 Sisp23 


At December 31, 2005, 20.4 million common shares were reserved for issuance under the Company stock option plan. As described in note 
3m), on June 1, 2004, the Company modified its stock option plan to a tandem plan that provides the stock option holder with the right to 
exercise the option or surrender the option for a cash payment. The exercise price of the option is equal to the average market price of the 
Company's common shares during the five trading days prior to the date of the award. When the option is surrendered for cash, the cash 
payment is the difference between the average market price of the Company's common shares on the trading day prior to the surrender date 


and the exercise price of the option. Under the stock option plan the options awarded have a maximum term of five years and vest over three 


years on the basis of one-third per year. 


A downward adjustment of $0.55 was made to the exercise price of all outstanding stock options effective December 1, 2005, pursuant to 


the terms of the stock option plan under which the options were issued as a result of the special $1.00 per share dividend that was declared 


in November 2005. Similar downward adjustments of $0.48 in 2004 and $0.82 in 2003 were made to the exercise price of all outstanding 


stock options as a result of a special dividend declared in each of those years. 


The following options to purchase common shares have been awarded to directors, officers and certain other employees: 


Weighted Weighted 

Number Average Average Options 

of Options Exercise Contractual Exercisable 

(thousands) Prices Life (years) (thousands) 

December 31, 2002 7,920 Sal eS 3 4,822 
Granted 591 Sly 5 
Exercised for common shares (3,789) S 13:45 2 
Forfeited (125) STA 2 

December 31, 2003 4,597 Ses ss 2 3,564 
Granted 8,200 S 2550 4 
Exercised for common shares (1,350) iS, dlgyalal 1 
Surrendered for cash (1,269) Sy aks}cy2! 1 
Forfeited (214) SS Zs) 4 

December 31, 2004 9,964 Si22-61 4 bee ONT 
Granted 670 S 48.14 5 
Exercised for common shares (359) S 15.84 1 
Surrendered for cash (2,443) S 19.05 2 
Forfeited (547) S 24.10 3 

December 31, 2005 7,285 S$ 25.81 3 1,533 
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Notes to the Consolidated Financial Statements (continued) 


As at December 31, 2005 


Outstanding Options 


Weighted 

Number Average 

of Options Exercise 

Range of Exercise Price (thousands) Prices 
$13.67 - $14.99 187 S deb sy 
SOO S22299 234 S 19.44 
S2800S23.09 SST S 2As3s 
$24:00— $3999 392 Ses2atd 
$40.00 - $55.14 495 S B22 
7,285 $ 25.81 


Warrants 


Weighted 
Average 
Contractual 
Life (years) 


2 


win RW WwW 


Options Exercisable 


Weighted 

Number Average 
of Options Exercise 
(thousands) Prices 
144 SY i i7/ 
116 S 19.98 
Wey Se23283 
21 S 30.60 

= S x 
1,533 Se2c-ae 


In 2000, the Company granted 1.4 million Renaissance Energy Ltd. (“Renaissance”) replacement options to purchase common shares of Husky 


in exchange for certain share purchase options to purchase common shares of Renaissance previously held by employees of Renaissance. The 


former shareholders of Husky Oil Limited were also granted warrants to acquire, for no additional consideration, 1.86 common shares of the 


Company for each common share issued on the exercise of a Renaissance replacement option. During 2005, 16,000 warrants were exercised 
(2004 — 113,600; 2003 - 276,500). As at December 31, 2005, there were no Renaissance replacement options or warrants outstanding. 


Earnings per Common Share 


Net earnings 


Weighted average number of common shares outstanding 
Basic (millions) 

Effect of dilutive stock options and warrants 

Weighted average number of common shares outstanding 
Diluted (millions) 


Earnings per share 
Basic 
Diluted 
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2005 2004 

$ 2,003 S$ 1,006 
424.0 423.4 
- 0.9 
424.0 424.3 
Se r4:72 S. A281 
$ 4.72 S287 


2003 


$91,370 


419.5 
2.0 


421.5 


Se 3726 
S) F325 


Stock-based Compensation 


As described in note 3 m), beginning January 1, 2004, stock-based compensation is being recognized in earnings. This change was adopted 
retroactively without restatement of prior periods and resulted in a decrease to retained earnings of $44 million, an increase to contributed 
surplus of $21 million and an increase to share capital of $23 million on January 1, 2004. If the Company had applied the fair value method 


retroactively with restatement of prior periods for all options granted, the Company's net earnings and earnings per share for the year ended 
December 31, 2003 would have been as follows: 


2003 

Compensation cost — all options granted 8 14 
Net earnings available to common shareholders 

As reported $ 1,370 

As restated $ 1,356 
Weighted average number of common shares outstanding (millions) 

Basic 419.5 

Diluted 421.5 
Basic earnings per share 

As reported Se 3:2o 

As restated Swe 
Diluted earnings per share 

As reported SS, }25) 

As restated Suis 


(1) Includes options modified. 


As described in note 3 m), effective June 1, 2004, the Company modified the stock option plan to a tandem plan. Prior to the modification, 
the fair values of all common share options granted were estimated on the date of grant using the Black-Scholes option-pricing model. The 
grant date fair values and assumptions used prior to June 1, 2004 were: 


2004 2003 
Weighted average fair value per option 5. Ow $ 4.00 
Risk-free interest rate (percent) Shih 3.9 
Volatility (percent) 21 23 
Expected life (years) 5 5 
Expected annual dividend per share S 0.44 Sy sie 


As a result of the downward adjustment of $0.82 to the exercise price of all outstanding options effective September 3, 2003, the fair 
values of all common share options granted prior to that date were revalued on September 3, 2003 using the Black-Scholes option-pricing 
model. The weighted average fair value of outstanding stock options as at September 3, 2003 and the assumptions used are noted below: 


Weighted average fair value per option > 1.14 
Risk-free interest rate (percent) 2.8 
Volatility (percent) 20 
Expected life (years) as 

S040 


Expected annual dividend per share 
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Dividends 
During 2005, the Company declared dividends of $1.65 per common share (2004 — $1.00 per common share; 2003 — $1.38 per common share), 
including a special dividend of $1.00 per common share (2004 - $0.54 per common share; 2003 — $1.00 per common share). 


Contributed Surplus 
Changes to contributed surplus were as follows: 


2004 
December 31, 2003 S - 
Stock-based compensation — adoption Bit 
Stock-based compensation cost il 
Stock options exercised (6) 
Modification of stock option plan — June 1, 2004 (16) 
December 31, 2004 S = 


Note 16. Employee Future Benefits 
The Company currently provides a defined contribution pension plan for all qualified employees. The Company also maintains a defined benefit 
pension plan, which is closed to new entrants, and all current participants are vested. The Company also provides certain health and dental 
coverage to its retirees which is accrued over the expected average remaining service life of the employees. 

Weighted average long-term assumptions are based on independent historical and projected references and are noted below: 


2005 2004 2003 
Discount rate (percent) 5.8 6.0 6.0 
Long-term rate of increase in compensation levels (percent) 5.0 5.0 5.0 
Long-term rate of return on plan assets (percent) 7.5 8.0 8.0 


The discount rate used at the end of 2005 to determine the accrued benefit obligation was 5.0 percent. 

The long-term rate of return on the assets was determined based on management's best estimate and the historical rates of return, adjusted 
periodically. The rate at the end of 2005 was 7.5 percent. 

The average health care cost trend used was eight percent, which is reduced by 0.50 percent until 2009. The average dental care cost 
trend used was four percent, which remains constant. 


Defined Benefit Pension Plan 
The status of the defined benefit pension plan at December 31 was as follows: 


Benefit Obligation 2005 2004 2003 
Benefit obligation, beginning of year $ 124 Se Bh18 Spelos 
Current service cost 2 2 Z 
Interest cost Th ri 7 
Benefits paid (6) (6) (6) 
Actuarial losses 11 3 7 
Benefit obligation, end of year $ 138 5S ilga Sas 
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Fair Value of Plan Assets 


Fair value of plan assets, beginning of year 
Contributions 

Benefits paid 

Expected return on plan assets 

Gain on plan assets 

Foreign exchange losses 


Fair value of plan assets, end of year 


Funded Status of Plan 


2005 2004 2003 

$ 96 S 85 S WH 
11 10 8 

(6) (6) (6) 

7 7 6 

- cl 2 


Fair value of plan assets 

Benefit obligation 

Excess obligation 

Unrecognized past service costs 
Unrecognized losses 


Accrued benefit asset 


(138) (124) (118) 
(30) (28) (33) 
1 i il 
40 32 32 


Husky adheres to a Statement of Investment Policies and Procedures (the “Policy”). The assets are allocated in accordance with the long- 


term nature of the obligation and comprise a balanced investment based on interest rate and inflation sensitivities. The Policy explicitly prescribes 


diversification parameters for all classes of investment. 


The date of the last actuarial valuation for the Company was January 1, 2005. 
The composition of the defined benefit pension plan assets was as follows: 


U.S. common equities 

Canadian common equities 
International equity mutual funds 
Canadian equity mutual funds 
Canadian government bonds 
Canadian corporate bonds 

Canadian fixed income mutual funds 
Cash and receivables 


Total 


2005 2004 2003 

—% 15% 15% 
29 25 28 
28 11 10 
= = 2 
18 25 29 
3 16 ik2 
20 = = 
2 8 2 

100% 100% 100% 


During 2005, Husky contributed $11 million to the defined benefit pension plan assets, $9 million of which was in respect of additional 


contributions as a result of the plan's deficiency. Husky currently plans to contribute $10 million in 2006. 


The Company amortizes the portion of the unrecognized actuarial gains or losses that exceed 10 percent of the greater of the accrued 


benefit obligation or the market-related value of pension plan assets. The market-related value of pension plan assets is the fair value of the 


assets. The gains or losses that are in excess of 10 percent are amortized over the expected future years of service, which is currently seven years. 


The past service costs are amortized over the expected future years of service. 
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Post-retirement Health and Dental Care Plan 
The status of the post-retirement health and dental care plan at December 31 was as follows: 


Benefit Obligation 


Benefit obligation, beginning of year 
Current service cost 

Interest cost 

Benefits paid 

Actuarial losses 


Benefit obligation, end of year 


Funded Status of Plan 


2005 


2005 


Benefit obligation 
Unrecognized losses 


Accrued benefit liability 


$ (33) 
6 


$ (27) 


2004 2003 

S 23 S 21 
2 2 

1 | 

(1) (1) 

Ss 25 S 23 
2004 2003 

$77 425) Se X23) 
2 3 

Sj) (2s) $ (20) 


The assumed health care cost trend can have a significant effect on the amounts reported for Husky's post-retirement health and dental 


care plan. A one percent increase and decrease in the assumed trend rate would have the following effect: 


1% Increase 


Effect on total service and interest cost components 
Effect on post-retirement benefit obligation 


Pension Expense and Post-retirement Health and Dental Care Expense 
The expenses for the years ended December 31 were as follows: 


Pension Expense 


Defined benefit pension plan 
Employer current service cost 
Interest cost 
Expected return on plan assets 
Amortization of net actuarial losses 


Defined contribution pension plan 


Total expense 


Post-retirement Health and Dental Care Expense 


Employer current service cost 
Interest cost 


Total expense 
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1% Decrease 


S 1 S$ - 
S$ 6 $ (5) 

2005 2004 2003 

$ 2 $ 2 S$ 2 
Z v % 
(7) (7) (6) 

3 2 2 

5 4 5 

14 12 11 

$ 19 S 16 S 16 
2005 2004 2003 

$ 2 $ 2 S$ 2 
it 1 1 

$ 3 S 3 S 3 


Future Benefit Payments 


The following table discloses the current estimate of future benefit payments: 


Defined Benefit Post-retirement Health 

Pension Plan and Dental Care Plan 

2006 Soaaae, $ 1 
2007 t il 
2008 8 1 
2009 8 Al 
2010 8 1 
AQ = AOS) 46 if 


Note 17. Related Party Transactions 

Husky, in the ordinary course of business, was party to a lease agreement with Western Canadian Place Ltd. The terms of the lease provided 
for the lease of office space at Western Canadian Place, management services and operating costs at commercial rates. Effective July 13, 2004, 
Western Canadian Place Ltd. sold Western Canadian Place to an unrelated party. Western Canadian Place Ltd. is indirectly controlled by Husky's 
principal shareholders. Prior to the sale, Husky paid approximately $10 million for office space in Western Canadian Place during 2004 (2003 
— $17 million). 


Note 18. Financial Instruments and Risk Management 


Carrying Values and Estimated Fair Values of Financial Assets and Liabilities 
The carrying value of cash and cash equivalents, accounts receivable, bank operating loans, accounts payable and accrued liabilities approximates 
their fair value due to the short-term maturity of these instruments. 

The fair value of the long-term debt is the present value of future cash flows associated with the debt. Market information such as treasury 
rates and credit spreads is used to determine the appropriate discount rates. The estimated fair value of the long-term debt at December 31 


was as follows: 


2005 2004 2003 
Carrying Fair Carrying Fair Carrying Fair 
Value Value Value Value Value Value 
Long-term debt $ 1,886 $ 1,995 S 2 ikoe} SH2295 S 1,989 S$ 2,209 
Unrecognized Gains (Losses) on Derivative Instruments 
2005 2004 2003 
Commodity price risk management 
Natural gas $ = 5 (9) =) (8) 
Crude oil = = (109) 
Power consumption = (1) 2 
Interest rate risk management 
Interest rate swaps 7 52 31 
Foreign currency risk management 
Foreign exchange contracts (32) (30) (19) 
Foreign exchange forwards = x 15 
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Commodity Price Risk Management 
Natural Gas Production 
During 2005 the impact of hedging was a loss of $17 million (2004 — loss of $1 million; 2003 - gain of $16 million). 


Crude Oil Production 
The Company did not have a hedge program in 2005. The impact of hedging in 2004 and 2003 was a loss of $560 million and $36 million, 


respectively. 


Power Consumption 
The impact of the 2005 hedge program was a gain of $4 million (2004 - gain of $3 million). 


Natural Gas Contracts 

The Company has a portfolio of fixed and basis price offsetting physical forward purchase and sale natural gas contracts relating to marketing 
of other producers’ natural gas. The objective of these contracts is to “lock in” a positive spread between the physical purchase and sale contract 
prices. At December 31, 2005, the Company had the following offsetting physical purchase and sale contracts: 


Volumes Unrecognized 


(mmcf) Gain (Loss) 
Physical purchase contracts 8526 S 29 
Physical sale contracts (35,261) $ (28) 


Interest Rate Risk Management 

The majority of the Company's long-term debt has fixed interest rates and various maturities. The Company periodically uses interest rate 
swaps to manage its financing costs. At December 31, 2005, the Company had entered into interest rate swap arrangements whereby the fixed 
interest rate coupon on certain debt was swapped to floating rates with the following terms: 


Debt Amount Swap Maturity Swap Rate (percent) 


6.95% medium-term notes $200 July 14, 2009 CDOR + 175 bps 


During 2005 the Company realized a gain of $13 million (2004 — gain of $22 million; 2003 — gain of $17 million) from interest rate risk 
management activities. 

In 2005 and 2003, the Company unwound interest rate swaps for proceeds of $37 million and $44 million, respectively. The proceeds have 
been deferred and are being amortized to income over the remaining term of the underlying debt. 


Foreign Currency Risk Management 

The Company manages its exposure to foreign exchange rate fluctuations by balancing the U.S. dollar denominated cash flows with U.S. dollar 
denominated borrowings and other financial instruments. Husky utilizes spot and forward sales to convert cash flows to or from U.S. or Canadian 
currency. 


At December 31, 2005, the Company had the following cross currency debt swaps: 


Canadian Interest Rate 
Debt Swap Amount Equivalent Swap Maturity ; (percent) 
7.125% notes WES. SuSE $218 November 15, 2006 8.74 
6.25% notes US, Sis S22 June 15, 2012 ea 
6.25% notes UESeS ai S 90 June 15, 2012 5:65 
6.25% notes UESa Se 50 S 59 June 15, 2012 5.610 
6.25% notes USaSmi> S 88 June 15, 2012 5.61 


SR a SS RST RR RR ee ee 
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The Company hedged U.S. dollar revenues for various amounts and maturities through 2005 using foreign exchange forwards. On November 10 
2004, the Company unwound its long-dated forwards, which resulted in a gain of $8 million that was deferred and was recognized into income 
during 2005 on the dates that the underlying hedged transactions took place. 


During 2005 the Company recognized a gain of $1 million (2004 — loss of $13 million; 2003 — loss of $56 million) from foreign currency 
risk management activities. 


Credit Risk 
Accounts receivable are predominantly with customers in the energy industry and are subject to normal industry credit risks. 
In addition, the Company is exposed to credit related losses in the event of non-performance by counterparties to its derivative financial 
instruments. The Company's policy is to primarily deal with major financial institutions and investment grade rated entities to mitigate these risks. 
Husky did not have any customers that constituted more than 10 percent of total sales and operating revenues during 2005. 


Note 19. Reconciliation to Accounting Principles Generally Accepted in the United States 

The Company's consolidated financial statements have been prepared in accordance with GAAP in Canada, which differ in some respects from 
those in the United States. Any differences in accounting principles as they pertain to the accompanying consolidated financial statements 
were insignificant except as described below: 


Consolidated Statements of Earnings 2005 2004 2003 
Net earnings under Canadian GAAP $ 2,003 S 1,006 S alse 
Adjustments: 
Full cost accounting @ 66 SM/ 80 
Related income taxes (23) (13) (29) 
Derivatives and hedging - - (1) 
Related income taxes = = 1 
Energy trading contracts © - (1) (15) 
Related income taxes = = 6 
Stock-based compensation © - 2 (46) 
Earnings before cumulative effect of change in accounting principle under U.S. GAAP 2,046 Osa 1,366 
Cumulative effect of change in accounting principle, net of tax = = 9 
Net earnings under U.S. GAAP S$ 2,046 SarOsd S a3 
Weighted average number of common shares outstanding under U.S. GAAP (millions) 
Basic 424.0 423.4 419.5 
Diluted 424.0 424.3 421.5 


Earnings per share before cumulative effect of change in accounting principle 
under U.S. GAAP 


Basic S$ 4.83 S 2.44 S 226 

Diluted $ 4.83 Smeeas S324 
Earnings per share under U.S. GAAP 

Basic $ 4.83 Saya SPs.2s 

Diluted $ 4.83 SB eye SS 325 


(1) 2004 and 2003 amounts as restated (notes 3 and 11). 
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Condensed Consolidated Balance Sheets 2005 2004 
Canadian U.S. Canadian U.S. 
GAAP GAAP GAAP ()) GAAP 
Current assets (5) (© $ 1,616 $ 1,672 a AK) Sem tee 
Property, plant and equipment, net @ 13,959 13,465 12793 iifoss 
Other assets 222 223 268 269 
$15,797 $15,360 $13,240 ene 
Current liabilities © © $ 2,665 $ 2,766 Sa76038 S 1,656 
Long-term debt (° 1,612 1,670 2,047 2,124 
Other long-term liabilities 730 688 632 614 
Future income taxes @ (6) © (@) (@) 3,270 3,089 CaS 2555 
Share capital © 3,523 3,757 3,506 3,740 
Retained earnings 3,997 3,431 2,694 2,085 
Accumulated other comprehensive income 
Cash flow hedges, net of tax ( = (21) = (20) 
Minimum pension liability, net of tax - (20) = (15) 
$15,797 $15,360 $13,240 Si eS 
Condensed Consolidated Statements 
of Retained Earnings and 
Accumulated Other Comprehensive Income 2004 
Canadian U.S Canadian UES; 
GAAP GAAP GAAP ()) GAAP 
Retained earnings, beginning of year $ 2,694 S$ 2,085 S) 2S S 1,478 
Net earnings 2,003 2,046 1,006 Ost 
Dividends on common shares (700) (700) (424) (424) 
Stock-based compensation 
— retroactive adoption © - - (44) - 
Retained earnings, end of year S$ 3,997 S$ 3,431 S 2,694 S 2,085 
Accumulated other comprehensive income, 
beginning of year S - $ (35) S = S (91) 
Cash flow hedges, net of tax ( - (1) = 56 
Minimum pension liability, net of tax @ - (5) - = 
Accumulated other comprehensive income, 
end of year $ = $ (41) 5 3 Ss 435) 


(1) 2004 and 2003 amounts as restated (notes 3 and 11). 
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2003 
Canadian Uy 
GAAP () GAAP 
Swe coe She. ce )ilal 
10,862 10,264 
235 236 
$11,949 Sie Ade 
$ 1,466 $ 1,628 
1,730 1,794 
Ske 493 
2,621 27Sihe. 
3,457 Shy pete 
RANE: 1,478 
= (76) 
= (15) 
$11,949 $11,411 

2003 
Canadian U.S. 
GAAP GAAP 
Se 366 S 683 
SiO 3715 
(580) (580) 
S 2,156 Sai-478 
S = S (eur) 
= (69) 
= (5) 
$ = Sug) 


Condensed Consolidated Statements 
of Earnings and Comprehensive Income 2005 


2004 2003 
Canadian ese Canadian U.S. Canadian WS: 
GAAP GAAP GAAP () GAAP GAAP GAAP 
Sales and operating revenues (&) © (h) $10,245 $ 8,445 S 8,440 S 7,038 S 7,658 S$ 6,823 
Costs and expenses (4) (©) (e) (h) 6,112 4,312 5,769 4,366 4,665 3,892 
Accretion expense 33 33 it 27 22 22 
Depletion, depreciation and amortization 1,256 1,190 1,179 1,142 1,021 941 
Interest — net 32 32 60 60 102 102 
Earnings before income taxes 2,812 2,878 1,405 1,443 1,848 1,866 
Income taxes @ (4) © 809 832 399 412 478 500 
Earnings before cumulative effect of change 
in accounting principle 2,003 2,046 1,006 11034. 1,370 1,366 
Cumulative effect of change in accounting 
principle, net of tax @ - - - - a 9 
Net earnings 2,003 2,046 1,006 1,031 1,370 LPS IAS) 
Other comprehensive income © (@ - 6 ~ (56) - 74 
Comprehensive income $ 2,003 $ 2,052 S$ 1,006 S$ 975 Ses S$ 1,449 


(1) 2004 and 2003 amounts as restated (notes 3 and 11). 


The increases or decreases noted above refer to the following differences between U.S. GAAP and Canadian GAAP: 

(a) Under Canadian GAAP the ceiling test is performed by comparing the carrying value of the cost centre based on the sum of the undiscounted 

cash flows expected from the cost centre's use and eventual disposition. If the carrying value is unrecoverable the cost centre is written 
down to its fair value using the expected present value approach of proved plus probable reserves using future prices. Under U.S. GAAP, 
companies using the full cost method of accounting for oil and gas producing activities perform a ceiling test on each cost centre using 
discounted estimated future net revenue from proved oil and gas reserves using a discount factor of 10 percent. Prices used in the U.S. 
GAAP ceiling tests performed for this reconciliation were those in effect at the applicable year-end. At December 31, 2001, the Company 
recognized a U.S. GAAP ceiling test write down of $334 million after tax. Depletion expense for U.S. GAAP is reduced by $62 million (2004 
- $76 million; 2003 - $80 million), net of tax of $21 million (2004 - $27 million; 2003 — $30 million). 
Under U.S. GAAP, prices used in the reserve determination were those in effect at the applicable year-end. For Canadian GAAP, forecast 
prices are used in the reserve determination. The different prices result in a lower reserve base for U.S. GAAP. Additional depletion of $39 miilion, 
net of taxes of $14 million was recorded under U.S. GAAP in December 2004. As of the first quarter of 2005 these reserves have become 
economical again and are included in the reserve base resulting in a reduction to depletion expense for U.S. GAAP of $4 million, net of tax 
of $2 million. 

(b) The Company records all derivative instruments as assets and liabilities on the balance sheet based on their fair values as required under 
FAS 133, “Accounting for Derivative Instruments and Hedging Activities". At December 31, 2005, the Company recorded additional assets 
and liabilities for U.S. GAAP purposes of $7 million (2004 - $52 million; 2003 - $52 million) and $39 million (2004 - $93 million; 2003 — 
$172 million), respectively, for the fair values of derivative financial instruments. The Company also recorded a gain of less than $1 million, 
net of tax (2004 - loss of less than $1 million; 2003 — loss of $2 million), in revenue for U.S. GAAP purposes with respect to derivatives 
designated as fair value hedges relating to commodity price risk. In addition, the amount included in other comprehensive income was 
increased by $1 million net of tax (2004 - decreased by $51 million; 2003 — increased by $69 million), for changes in the fair values of the 
derivatives designated as hedges of cash flows relating to commodity price risk, foreign exchange risk and the transfer to income of amounts 
applicable to cash flows occurring in 2005. In 2004, the Company unwound its long-dated foreign exchange forwards. The unrealized gain 
of $5 million, net of tax was deferred in other comprehensive income and recognized in 2005 when the underlying transactions took place. 
In 2005 and 2003 the Company unwound interest rate swaps that were fair value hedges of debt for proceeds of $37 million and $44 million, 
respectively. Under Canadian GAAP, the proceeds received have been recorded to current and long-term liabilities and are being deferred 
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over the life of the debt. For U.S. GAAP purposes, the balance in the current and long-term liabilities has been reclassified to long-term 
debt consistent with fair value hedge treatment. In prior years, the gains net of tax (2003 — $1 million), on foreign currency derivatives 
and natural gas basis swaps that did not qualify for hedge accounting under FAS 133 were included in income for U.S. GAAP purposes. 

(c) Under U.S. GAAP, natural gas purchase and sale contracts related to energy trading activities are recorded at fair value in accordance with 
Emerging Issues Task Force 02-03, “Issues Involved in Accounting for Derivative Contracts held for Trading Purposes and Contracts Involved 
in Energy Trading and Risk Management Activities”. Under Canadian GAAP, the impact of energy trading contracts is recorded as they 
settle. Under U.S. GAAP, at December 31, 2005 the Company recorded additional assets and liabilities of $49 million (2004 — $4 million; 
2003 - $7 million) and $48 million (2004 — $3 million; 2003 — $5 million), respectively, and included the resulting unrealized gain, net of 
tax of less than $1 million (2004 — loss of $1 million; 2003 — loss of $9 million), in earnings for the year. Under U.S. GAAP, gains and losses 
on energy trading contracts have been netted against sales and operating revenues. 

(d) In 2003, the Company adopted FAS 143, “Accounting for Asset Retirement Obligations”, which requires the fair value of a liability for an 
asset retirement obligation to be recorded in the period in which it is incurred and a corresponding increase in the carrying amount of the 
related tangible long-lived asset. The standard applies to legal obligations associated with the retirement of long-lived assets that result 
from the acquisition, construction, development and normal use of the asset. The liability is accreted at the end of each period through 
charges to accretion expense. The change was effective January 1, 2003, and the related cumulative effect of change in accounting principle 
to net earnings to December 31, 2002 was an increase of $20 million, net of tax of $11 million or $0.02 per share (diluted). Effective January 1, 
2004, under Canadian GAAP the Company adopted CICA section 3110, “Asset Retirement Obligations”, which is substantially the same as 
the recommendations in FAS 143. CICA section 3110 was adopted retroactively with restatement. The application of asset retirement obligations 
did not have a material impact on the Company's depletion, depreciation and amortization rate. There was no impact on the Company’s 
cash flow as a result of adopting asset retirement obligations. 

(e) On September 3, 2003, the Company modified the exercise price of all outstanding options. Under U.S. GAAP these options are required 

to be accounted for using variable accounting where the in-the-money portion of the vested stock options outstanding is adjusted through 
the statement of earnings as compensation expense over the remaining vesting period. 
Effective January 1, 2004, under Canadian GAAP, the Company adopted fair value accounting for stock-based compensation retroactively 
without restatement, which is consistent with the recommendations in FAS 123, “Accounting for Stock-based Compensation — Transition 
and Disclosure”. As a result, the compensation expense of $46 million for the year ended December 31, 2003 was reversed through earnings 
and a compensation expense of $44 million was recognized for the fair value of all stock options. 

(f 


VY 


As aresult of the reorganization of the capital structure which occurred in 2000, the deficit of Husky Oil Limited of $160 million was eliminated. 

Elimination of the deficit would not be permitted under U.S. GAAP. 

(g) Until 1997 the Company recorded interest waived on subordinated shareholders’ loans and dividends waived on Class C shares as a reduction 
of ownership charges. Under U.S. GAAP, waived interest and dividends in those years would be recorded as interest on subordinated shareholders’ 
loans and dividends on Class C shares and as capital contributions. 

(h) Under U.S. GAAP, transportation costs are included in cost of sales. Effective January 1, 2004, for Canadian purposes, certain transportation 

costs that were previously netted against revenue are now being recorded as cost of sales on a prospective basis. Transportation costs for 

2003 were $112 million. 


(i) The Company amortizes the portion of the unrecognized gains or losses that exceed 10 percent of the greater of the projected benefit 


YS 


obligation or the market-related value of pension plan assets. The market-related value of pension plan assets is the fair value of the assets 
or a calculated value that recognizes changes in fair value over not more than five years. Under U.S. GAAP, an additional minimum liability 
is recognized if the unfunded accumulated benefit obligation exceeds the unfunded pension cost already recognized. If an additional minimum 
liability is recognized, an amount equal to the unrecognized prior service cost is recognized as an intangible asset and any excess is reported 
in other comprehensive income. At December 31, 2005, the additional minimum liability was increased by $6 million (2004 — decrease of 
$1 million; 2003 — increase of $6 million) with a decrease to other comprehensive income of $5 million (2004 — decrease of less than $1 million; 
2003 — decrease of $5 million), net of tax. 
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Additional U.S. GAAP Disclosures 


Corporate Acquisitions 


As described in note 7, Corporate Acquisitions, the Company purchased all of the outstanding shares of Temple Exploration Inc. and Marathon 
Canada Limited. The Company also purchased the Western Canadian assets of Marathon International Petroleum Canada, Ltd. These transactions 
increased the reserve base and created cost efficiencies, increasing shareholder value. 


Accounting for Derivative Instruments and Hedging Activities 

Effective January 1, 2001, the Company adopted the provisions of FAS 133, which require that all derivatives be recognized as assets and liabilities 
on the balance sheet and measured at fair value. Gains or losses, including unrealized amounts, on derivatives that have not been designated 
as hedges are included in earnings as they arise. 

For derivatives designated as fair value hedges, changes in the fair value are recognized in earnings together with equal or lesser amounts 
of changes in the fair value of the hedged item. No portion of the fair value of the derivatives related to time value has been excluded from 
the assessment of hedge effectiveness in these hedging relationships. 

For derivatives designated as cash flow hedges, the portion of the changes in the fair value of the derivatives that are effective in hedging 
the changes in future cash flows are recognized in other comprehensive income until the hedged items are recognized in earnings. Any portion 
of the change in the fair value of the derivatives that is not effective in hedging the changes in future cash flows is included in earnings. No 
portion of the fair value of the derivatives related to time value has been excluded from the assessment of hedge effectiveness in these hedging 
relationships. 


Stock Option Plan 

FAS 123 establishes financial accounting and reporting standards for stock-based employee compensation plans as well as transactions in which 
an entity issues its equity instruments to acquire goods or services from non-employees. As permitted by FAS 123, Husky has elected to follow 
the intrinsic value method of accounting for stock-based compensation arrangements, as provided for in Accounting Principles Board (“APB”) 
Opinion 25. Since all options were granted with exercise prices equal to the market price, no compensation expense has been charged to income 
at the time of the option grants. On September 3, 2003, the Company modified the exercise price of all outstanding options, resulting in the 
use of variable accounting for these modified stock options. The table below provides pro forma amounts prior to the application of variable 
accounting which required recognition of compensation expense on September 3, 2003. Effective January 1, 2004, the Company adopted CICA 
section 3870, which requires the Company to record a compensation expense over the vesting period of the options based on the fair value 
of the options granted. CICA section 3870 is consistent with the recommendations in FAS 123. Had compensation cost for Husky's stock options 
been determined based on the fair market value at the grant dates of the awards, and amortized on a straight-line basis over the vesting 
period, consistent with methodology prescribed by FAS 123, Husky's net earnings and earnings per share for the year ended December 3}, 


2003 would have been the pro forma amounts indicated below: 


2003 
As Reported Pro Forma 
Net earnings under U.S. GAAP Sass SS ihehore 
Earnings per share 
Basic S 2.28 S 2435 
Diluted S S26 S'8'3.34 
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Notes to the Consolidated Financial Statements (continued) 


The fair values of all common share options granted were estimated on the date of grant using the Black-Scholes option-pricing model. 
The weighted average fair market value of options granted during 2003 and the assumptions used in their determination are the same as 
described in note 15. 

In December 2004, the Financial Accounting Standards Board (“FASB”) issued FAS 123(R), “Share-based Payment", which replaces FAS 123 
and supersedes APB Opinion 25. FAS 123(R) requires compensation cost related to share-based payments be recognized in the financial statements 
and that the cost must be measured based on the fair value of the equity or liability instruments issued. Under FAS 123(R) all share-based 
payment plans must be valued using option-pricing models. For U.S. GAAP, the liability related to the options issued under the Company's 
tandem plan will be measured at fair value using an option pricing model. Under Canadian GAAP, the liability will be measured based on the 
intrinsic value of the option. Over the life of the option the amount of compensation expense recognized will differ under U.S. and Canadian 
GAAP, creating a temporary GAAP timing difference. At exercise or surrender of the option, the compensation expense to be recorded will be 
equal to the cash payment which will be identical under U.S. and Canadian GAAP and there will no longer be a GAAP difference. FAS 123(R) 
is effective for the first quarter of 2006. 


Depletion, Depreciation and Amortization 

Upstream depletion, depreciation and amortization per gross equivalent barrel is calculated by converting natural gas volumes to a barrel of 
oil equivalent (“boe”) using the ratio of 6 mcf of natural gas to 1 barrel of crude oil (sulphur volumes have been excluded from the calculation). 
Depletion, depreciation and amortization per boe as calculated under U.S. GAAP for the years ended December 31 were as follows: 


2005 2004 2003 
Depletion, depreciation and amortization per boe S$ 9.38 S 8.76 Sane 


Accounting for Inventory Costs 

In November 2004, the FASB issued FAS 151, which clarifies the accounting for abnormal amounts of idle facility expense, freight, handling 
costs and wasted material as they relate to inventory costing. FAS 151 requires these items to be recognized as current period expenses. Additionally, 
the allocation of fixed production overheads to the cost of inventory should be based on the normal capacity of the production facilities. FAS 151 
is effective for inventory costs incurred during fiscal years beginning after June 15, 2005. The Company does not believe that the application 
of FAS 151 will have an impact on the financial statements. 


Accounting for Exchanges of Nonmonetary Assets 

In December 2004, the FASB issued FAS 153, which deals with the accounting for the exchanges of nonmonetary assets. FAS 153 is an amendment 
of APB Opinion 29. APB Opinion 29 requires that exchanges of nonmonetary assets should be measured based on the fair value of the assets 
exchanged. FAS 153 amends APB Opinion 29 to eliminate the exception from using fair market value for nonmonetary exchanges of similar 
productive assets and introduces a broader exception for exchanges of nonmonetary assets that do not have commercial substance. FAS 153 
is effective for nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005. The Company does not believe that 
the application of FAS 153 will have an impact on the financial statements. 


Accounting Changes and Error Corrections 

In May 2005, the FASB issued FAS 154, which deals with all voluntary changes in accounting principles and changes required by an accounting 
pronouncement if that pronouncement does not include specific transition provisions. FAS 154 replaces APB Opinion 20, “Accounting Changes” 
and FAS 3, “Reporting Accounting Changes in Interim Financial Statements”. This Statement requires retrospective application of a change 
in accounting principle to prior periods’ financial statements, unless it is impracticable to determine either the period-specific effects or the 
cumulative effect of the change, in which case the change in principle is applied as if it were adopted prospectively from the earliest date 
practicable. Corrections of an error require adjusting previously issued financial statements. FAS 154 is effective for accounting changes and 
correction of errors made in fiscal years beginning after December 15, 2005. 


HUSKY ENERGY 2005 ANNUAL REPORT 


Supplemental Financial and Operating Information 


Quarterly Financial and Operating Information 


Segmented Operational Information 


2005 


2004 
Q4 Q3 Q2 Qi 04 03 02 Q1 
Upstream 
Daily production, before royalties 
Light crude oil & NGL (mbbis/day) 75.4 56.4 62.5 64.1 60.9 64.8 69.2 70.4 
Medium crude oil (mbbis/day) 31.0 30.3 30.6 32.4 aou7 34.5 35.6 36.1 
Heavy crude oil (mbbis/day) 109.5 103.3 100.9 110.4 113.8 108.8 107.4 105.6 
215.9 190.0 194.0 206.9 208.4 208.1 212.2 212.1 
Natural gas (mmcf/day) 675.3 679.2 689.3 676.2 697.4 700.4 685.4 673.6 
Total production (mboe/day) 328.5 303.2 308.9 319.6 324.6 324.8 326.4 324.4 
Average sales prices 
Light crude oil & NGL ($/bb/) $ 63.20 S Gai Spel $ 56.43 S$ 51.48 Sios54 § 47.41 S$ 41.84 
Medium crude oil ($/bb/) $ 43.60 $ 53.41 $ 40.45 $ 36.50 S$ 35.06 $ 40.59 S 35.98 $ 32.97 
Heavy crude oil ($/bb/) $ 29.98 $ 44.17 SS AROS Smee Ss Bays S$ 34.92 S$ 27.54 3 ast 
Natural gas ($/mcf) Silt $ 7.86 $ 6.76 $ 6.07 $6.64 S 5:92 S$ 6.38 S505 
Operating costs ($/boe) $ 8.90 8.18 alee | $ 7.60 Ss” 740 5° «aT aa 61 Se? 7:03 
Operating netbacks 
Light crude oil ($/boe) $ 48.30 Speode79 $ 47.20 $ 44.03 S Bodh Sih Si SES $ 30.91 
Medium crude oil ($/boe) $ 24.80 $ 32.00 $ 23.58 $ 19.48 S 20.08 So ae $ 20.03 $ 17.80 
Heavy crude oil ($/boe) Sey $ 28.06 SS ileby2 Sieldezi So 1875 S 20.76 Sao SWE 
Natural gas ($/mcfge) S HG $ 4.95 $ 4.30 Sis 63 $4.29 S$ 3.58 S$ 3.98 Seems 
Total ($/boe) $ 34.14 $ 33.48 $ 26.24 $ 22.80 Sa 22.85 S$ 24.92 Se2si05 $21.40 
Net wells drilled (2) 
Exploration Oil 25 28 10 22 23 4 5 7 
Gas 60 43 21 72 46 23 il 100 
Dry 10 7 5 14 3 1 1 28 
95 78 36 108 72 28 17 135 
Development _ Oil 167 147 58 61 131 188 85 95 
Gas 150 136 44 221 148 204 113 275 
Dry 16 8 5 10 5 14 10 24 
333 291 107 292 284 406 208 394 
428 369 143 400 356 434 225 529 
Success ratio (percent) 94 96 93 94 98 oT 95 90 
Midstream 
Synthetic crude oil sales (mbbis/day) 62.2 43.9 60.1 63.9 52.5 60.1 44.1 58.2 
Upgrading differential ($/bb!) $33.31 § 23.53 Sis l,05 § 32.09 § Pale § 15.26 0 S 13.80 
Pipeline throughput (mbbls/day) 480 418 488 510 479 461 920 510 


Refined Products 
Refined products sales volumes 
Light oil products (million litres/day) 
Asphalt products (mbbis/day) 
Refinery throughput 
Lloydminster refinery (mbbis/day) 
Prince George refinery (mbbls/day) 
Refinery utilization (percent) 


(1) Operating netbacks are Husky's average prices less royalties and operating costs on a per unit basis. 


(2) Western Canada. 


8.8 8.5 
27.6 24.2 
23.8 26.7 

OZ 10.4 

94 106 


8.4 
18.4 


24.8 
10.9 
102 


SUPPLEMENTAL FINANCIAL AND OPERATING INFORMATION 


102 


Segmented Financial Information 


(S millions) 


2005 
Sales and operating revenues, net of royalties 
Costs and expenses 
Operating, cost of sales, selling and general 
Depletion, depreciation and amortization 
Interest - net 
Foreign exchange 


Earnings (loss) before income taxes 
Current income taxes 
Future income taxes 


Net earnings (loss) 


Capital employed 
Capital expenditures (© 
Total assets (3) 


2004 4) 
Sales and operating revenues, net of royalties 
Costs and expenses 
Operating, cost of sales, selling and general 
Depletion, depreciation and amortization 
Interest — net 
Foreign exchange 


Earnings (loss) before income taxes 
Current income taxes 
Future income taxes 


Net earnings (loss) 
Capital employed 
Capital expenditures (©) 
Total assets 3) 


Upstream Midstream 
Upgrading 
04 Q3 Q2 Q1 04 Q3 02 Q1 
S £3270 Sel LiGesS. 9760.5. 888:| Se sAld waS. were BiGweso3 55 sana 
299 262 249 240 291 283 249 195 
313 280 278 273 6 6 4 5 
612 542 527 513 297 289 253 200 
715 634 449 375 117 39 140 153 
46 47 69 53 3 4 (2) il 
136 142 73 83 32 8 45 35 
Se eee eS ZU GEIS sty eS ES ee Si SO Sl 
S 8697 $ 8005 $ 7,878 $ 7636/$ 510 $ 489 § 490 $ 509 
S esl S wl S Sis S Wels 6 S GS w@ S iy 
$12,887 $11,920 $11,575 $11,286|$ 844 $ 806 $ 751 $ 714 
S12 SiS EO. STIS 25, S808, SBI SS. HE 
247 255 240 225 222 268 182 212 
283 278 262 254 5 5 4 5 
530 533 502 479 227 273 186 217 
192 284 298 302 64 35 27 29 
89 59 29 34 - - - - 
(9) 64 65 32 18 11 8 6 
Sei? SiG -S <A S eBakS 26S 25 i So Be 
$ 7,621 $ 7,409 § 7,056 $ 6874/$ 480 $ 487 $ 484 § 455 
S664 S509 Seda me See563nies) 24S 12 9S 16s 8 
$11,046 $10,718 $10,305 $10,197; $ 708 $ 698 $ 688 $ 653 


(1) Eliminations relate to sales and operating revenues between segments recorded at transfer prices based on current market prices, and to unrealized intersegment profits in inventories. 


(2) Excludes capitalized costs related to asset retirement obligations incurred during the period and corporate acquisitions. 


(3) Includes goodwill on corporate acquisitions related to Upstream. 
(4) Amounts as restated. Refer to notes 3 and 11 to the Consolidated Financial Statements. 
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Midstream 


Refined Products 


Corporate and Eliminations () Total 
Infrastructure and Marketing 

04 Q3 Q2 Q1 04 Q3 02 Q1 04 Q3 Q2 Q1 04 03 02 Q1 

See ie eer coe. S16! 571452. S 632, S716 $560 S 437 | $ (1,678) $ (1,434) § (1,190) $ (1,036)| $ 3,207 $ 2594 $§ 2350 $ 2,094 
2,427 ey e552 1,353 poZ 660 518 399 (1,681) (1,363) (1,118) (983) 1,928 1,594 1,450 1,204 

5 5 6 5 13 14 ila 3) 6 6 5 6 343 oil 304 298 

% iz . 3 = a = = 16 a 6 10 16 = 6 10 

i c 3 = : z a = 5 (63 20 7 5 (63) 20 if 

2,432 oi 1,558 1,358 605 674 529 408 (1,654) (1,420 (1,087) (960) 2292 1,842 1,780 1,519 
80 51 53 94 27 42 31 29 (24) (14 (103) (76) 915 152 570 575 

5 (3) (4) (7) F (1) (1) (1) 28 31 13 il Hit 78 i) 67 

27 20 24 3g 10 16 12 12 (36) (68 (53) (45) 169 118 101 124 

ee ee ee eon ees 27S) 70) S$ #18 | SAY ges. | oars (63) $ (42)|$ 669 $ 556 $ 394 § 384 
5 DFS OPO S pe SOS 6020S 0475.) $402 §. 399.08 . 372. )).$.1635) S$. 1290)\0$ (234) $ (211)} $ 9,406 $ 9,276 $ 9103 $ 8,908 
S ij S i § vs 6(S @ S 54 S&S @& S Gis rs 6 § 4 $ NS G2 1S Gi S Ga) S oe 
ecco Oscu om Of ls 9255834 S$) 783 S727 S$ 647 |S 366 S$ 161 § 134 § 148 $15,797 $14,712 $14,058 $13,690 
$ 1455 $ 1564 $ 1669 $ 1438} $ 465 $ 515 $ 457 $ 360] $ (915) $ (1,013) $ (929) $ (804)| $ 2018 $ 2191 $ 2210 $ 2021 
1,404 1,518 1,614 1,378 458 479 414 343 (890 (988) (886) (779) 1,441 1,532 1,564 este 

5 6 i) 5 11 9 9 9 (2 8 8 10 302 306 288 283 

= = = = = = = = 13 ils} 17 17 13 13 17 17 

= = = = = 4 = = (60 (84) 12 12 (60) (84) 12 12 

1,409 1,524 1,619 1,383 469 488 423 SoZ (939 (1,051) (849) (740) 1,696 1,767 1,881 1,691 
46 40 50 55 (4) 27 34 8 24 38 (80) (64) 322 424 329 330 

= 5 14 12 7 4 5 2 ils) i) il 12 102 81 59 60 

15 9 2 6 (1) 5 8 1 (28) (43) (42) (30) (5) 46 4) 15 

Soe ot Oe eco e FGS Sie S we2ty Sue Sih Sie 639% Spe Smee AQaeS. | AGlicS, 225 aS. 297 Set 2%n oS ie to5 
S 402 S 20 5 ais S BPlsS 2 S He S ea S IAS (eta) S (x2) S (em) S lei S eae Selo S Bs) S isles 
Ss 7e19i8 aS ) S AS Selcmasees 2970S Wig’ Sh) LOaRS 4 § 8 § a S BS Tel oS lash SSS Sele 
Somer S. PS 750 S65. S965 S$ 647 S$ 617 S$ 578NS 115 $ 1920 “SM 195 US 124) $13240 e612 01S 12 5aee SieRiy 
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Segmented Financial Information 


2005 2004 
(S millions) 04 Q3 Q2 Qi 04 Q3 02 Q1 
Capital Expenditures ‘? 
Upstream 
Western Canada $ 648 $ 451 $ 376 $ 532 $ 433 $ 351 270 $ 479 
East Coast Canada and Frontier 151 230 140 124 ily 152 138 82 
International 32 20 20 6 64 6 13 2 
831 701 536 662 664 509 421 563 
Midstream 
Upgrader 35 38 30 17 24 12 18 8 
Infrastructure and marketing 13 11 if 6 19 5 4 3 
48 49 37 23 43 17 22 11 
Refined Products 86 57 43 5 38: 29 14 10 
Corporate 7 6 4 4 4 8 6 5 
$ 972 $ 813 $ 620 $ 694 $ 764 $ 563 463 $ 589 
(1) Excludes capitalized costs related to asset retirement obligations incurred during the period and corporate acquisitions. 
Five-year Financial and Operating Information 
Segmented Financial Information 
Upstream Midstream 
Upgrading Infrastructure and Marketing 
($ millions) 2005 2004 2003 2002 #2001 2005 2004 2003 2002 2001 2005 2004 2003 2002 2001 
Year ended December 31 (2 
Sales and operating 
revenues, net of royalties $ 4,367 $ 3,120 $3186 $2665 $2165 | $1,488 $1,058 $1,013 $ 909 $ 886 | $7,383 $6126 $4946 $4230 $4380 
Costs and expenses 
Operating, cost of sales, 
selling and general 1,050 967 873 743 662 1,018 884 D0 ISS Sik 638 7,084 5914 4747 4038 4,193 
Depletion, depreciation 
and amortization 1,144 1,077 918 822 702 21 19 20 18 ili 21 21 21 20 17 
Interest — net - = = = = = = = = 3 = = = 5 = 
Foreign exchange = = = = = S = = = = = = ss = = 
2,194 2044 1,791 1,565 1,364 1,039 903 9215) 82959655 7,105 5935 4768 4058 4,210 
Earnings (loss) before 
income taxes 2,173 1076-1395" 1,100 801 449 155 92 80 = 231 278 191 178 172 170 
Current income taxes 215 lll 95 55 If 16 = 1 1 1 (14) 31 27 6 1 
Future income taxes 434 152 233 346 293 120 43 20 25 12 110 32 37 59 71 
Net earnings (loss) 9.1524 $ 713 $1067 $699 §. 491 | $ 313 “Sost2 S) iiss S405 168) 9S cis205 128 S$ Tia Sty Se ve 
Capital employed 
- As at December 31 $ 8,697 $7,621 $6,607 $6,100 $5,763 | $ 510 $ 480 $ 456 $ 319 $ 320] $ 359 $ 402 $ 450 $ 429 $ 393 
Total assets 
- As at December 31 $12,887 $11,046 $9,847 $8,272 $7,443 | $ 844 $ 708 $ 650 $ 659 $ 645| $ 866 $ 746 $ 804 $ 851 $ 863 


(1) Eliminations relate to sales and operating revenues between segments recorded at transfer prices based on current market prices, and to unrealized intersegment profits in inventories. 
(2) 2004 and prior years’ amounts as restated. Refer to notes 3 and 11 to the Consolidated Financial Statements. 
(3) Includes goodwill on corporate acquisitions related to Upstream. 
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Segmented Financial Information 


(S$ millions) 


2005 2004 2003 2002 2001 
Capital Expenditures 

Upstream 
Western Canada Smee OOT Sass Se 95 1,043 S023 
East Coast Canada and Frontier 645 539 557 458 191 
International 78 85 26 15 104 
2,730 aby 1,778 1,576 1,318 

Midstream 
Upgrader 120 62 25 41 47 
Infrastructure and marketing 37 31 18 23 58 
157 93 43 64 105 
Refined Products 191 106 58 44 29 
Corporate 21 23 23 23 22 
$ 3,099 Ss 2a S$ 1,902 1,707 $ 1,474 


(1) Excludes capitalized costs related to asset retirement obligations incurred during the period and corporate acquisitions. 


Segmented Financial Information (continued) 


(S millions) 


Refined Products 


Corporate and Eliminations ) 


Total 


Year ended December 31 2 


Sales and operating 
revenues, net of royalties 
Costs and expenses 
Operating, cost of sales, 
selling and general 
Depletion, depreciation 
and amortization 
Interest - net 
Foreign exchange 


Earnings (loss) before 
income taxes 
Current income taxes 
Future income taxes 
Net earnings (loss) 
Capital employed 
- As at December 31 
Total assets 
- As at December 31 3) 


2005 2004 2003 2002 2001 2005 2004 2003 2002 # «20041 2005 2004 2003 2002 2001 
$2,345 $1,797 $1,502 $1,310 $1,349 | $(5,338) $(3,661) $(2,989) $(2,730) $(2,184) | $10,245 $ 8440 $ 7,658 $ 6,384 $ 6,596 
2,169 1,694 1,426 1,224 1,208 (5,145) (3,543) (2,978) (2,695) (2,165) 6176 5916 4969 4121 4536 
47 38 26 31 27 23 24 36 if 15 1206 LO tO 908 178 

= = = = 3 32 60 102 136 133 32 60 102 136 133 

i . es = z (31) (120) (282) 10 115 (31) (20) (262) 10 Alt 
221 OmmmlO2 AS52205) 1,235 (5/122) iSi2) MG ZZ) (232) (1702) (ASS me OCOm ma OLN Oiifple sojooe 
129 65 50 55 114 (217) (82) 133 (198) (282) 2,812 1,405 1848 1,209 1,034 
(3) a 9) 4 1 83 49 is) 7 = 297 302 147 66 20 

50 13 y 18 48 (202) (143) 32. (101) (99) 512 SM 331 347 385 
Ss25) 41 S§ 325 335 65 | $ (98)5 125 86 °$ (7) S$ (183)) $ 2,003 $ 1,006 Sris70ejen 796 $ 629 
$ 475 § 354 $ 315 § 316 $ 307 | $ (635) $ (505) $ (155) $ 348 $ (114)| $ 9,406 S. 8/992, S. 613 99: tole S6,669 
34 | $15,797 $13,240 $11,949 $10,636 $ 9,416 


§ 834 $ 625 $ 540 S$ 537 $ 431 
—EEE anne 


© 9366.5 115 Sees alr 


ET SEE Ts SSE 
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Upstream Operating Information 


2005 2004 2003 2002 2001 
Daily production, before royalties 
Light crude oil & NGL (mbbis/day) 64.6 66.2 71.6 65.4 46.4 
Medium crude oil (mbbis/day) spleil 35.0 B92 448 47.2 
Heavy crude oil (mbbis/day) 106.0 108.9 99.9 95. 83.8 
201.7 210.1 210.7 205.3 177.4 
Natural gas (mmcf/day) 680.0 689.2 610.6 569.2 572.6 
Total production (mboe/day) 315.0 325.0 312.5 300.2 212.8 
Average Sales prices 
Light crude oil & NGL ($/bbi) $ 61.56 S$ 48.34 SoS S Soniliy Ss ene 
Medium crude oil ($/bb/) $ 43.44 SS slouile S Sule $ 30.16 $ 23.69 
Heavy crude oil ($/bb/) $ 31.09 $ 28.66 Say § 26.60 Sy lr02 
Natural gas ($/mcf) $ 7.96 S 6.25 S 5.86 S 3.83 S 5.47 
Operating costs ($/boe) $ 8.12 S (s2 S 6.92 S 6.24 S 6.08 
Operating netbacks (? 
Light crude oil ($/boe) $ 47.76 Sealy § 30.21 Ss  Qaile4 $ 20.37 
Medium crude oil ($/boe) $ 24.93 $ 20.03 S iets S ahd § 1229 
Heavy crude oil ($/boe) Sie lio $ 16.02 Se 4as Se 5:85 $ 7.87 
Natural gas ($/mcfge) $ 522 $ S92 S 3.71 S 2.46 $ Sill 
(1) Operating netbacks are Husky's average prices less royalties and operating costs on a per unit basis. 
Upstream Operating Information 
2005 2004 2003 2002 2001 
Gross Net Gross Net Gross Net Gross Net Gross Net 
Wells drilled (2 (3) 
Exploration Oil 89 85 45 39 12 11 21 20 78 76 
Gas 392 196 234 180 147 124 139 131 102 90 
Dry 36 36 34 33 22 21 15 14 36 34 
S17 317 313 252 181 156 175 165 216 200 
Development _ Oil 466 433 552 499 520 490 497 453 594 542 
Gas 610 551 807 740 540 518 485 453 251 221 
Dry 42 39 57 53 60 57 58 55 68 63 
1118 1,023 1,416 1,292 1,120 1,065 1,040 961 913 826 
1,635 1,340 1,729 1,544 1,301 1,221 1,215 1,126 1,129 1,026 
Success ratio (percent) 95 94 95 94 94 94 94 94 oh 91 


(1) Western Canada. 
(2) Includes non-operated wells. 
(3) Excludes stratigraphic test wells. 
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Selected Ten-year Financial and Operating Summary 


(S$ millions, except where indicated) 


2005 


2004 


2003 2002 2001 2000 1999 1998 1997 1996 
Financial Highlights 
Sales and operating revenues, 
net of royalties $ 10,245 S 8440 $ 7,658 $ 6384 $§ 6596 $§ 5,066 $ 2787 $ 2023 $ 2282 $ 2,104 
Net earnings (loss) $ 2,003 © 006 S 1 smO Ss 996s 6298 Sa sos 8S MS (8) $ 55) 7S 50 
Earnings per share 
Basic Suea.(2 or e2.3% $9326 S$ 18) SSIS 1.24 GSE sans 91003) S$ Win ztecs 018 
Diluted S dhe Sar2sh S325 S$ OOK S US0S 1.247 ome eds 0.03) See ee 
Capital expenditures (2) $ 3,099 > 32319 S 1902 S$ iy “Sarees 02 S576 5.829. Samco ees enzie 
Total debt $ 1,886 © 2152 "$6 2000 § ZTA0 5 265s 2716 ES imo; Sd S EmIaI eS) ass 
Debt to capital employed (percent) 20 26 27 36 38 43 51 51 43 42 
Reinvestment ratio ) (percent) 80 110 91 78 79 59 142 204 132 46 
Return on average capital 
employed (4) (percent) 22.8 13.0 18.9 12.3 10.8 11.9 (3 43 2 6.7 
Return on equity ‘5) (percent) 29.2 17.0 26.4 17.9 16.3 20.5 13.7 7.2 12.2 11.8 
Upstream 
Daily production, before royalties 
Light crude oil & NGL (mbbis/day) 64.6 66.2 71.6 65.4 46.4 42.8 22.3 23a 23.6 24.2 
Medium crude oil (mbbis/day) cla 35.0 39.2 44.8 47.2 20.8 42 Sh) 4.0 41 
Heavy crude oil (mbbls/day) 106.0 108.9 99.9 95.1 83.8 53) 42.1 42.0 41.9 34.5 
201.7 210.1 210.7 205.3 177.4 117.1 68.6 69.6 69.5 62.8 
Natural gas (mmcf/day) 680 689 611 569 573 358 251 233 246 268 
Total production (mboe/day) 315.0 325.0 312.5 300.2 272.8 176.8 110.4 108.4 110.6 107.5 
Total proved reserves, 
before royalties (mmboe) 985 791 887 918 927 872 430 431 421 432 
Midstream 
Synthetic crude oil sales (mbbis/day) 57.5 53.7 63.6 59.3 33) 60.6 61.9 54.8 PAS 26.8 
Upgrading differential ($/bb/) $ 30.70 S age S aes Ss Woe S ay SS wey S O49 S wes S Gel SS iy 
Pipeline throughput (mbbis/day) 474 492 484 457 537 528 394 412 417 359 
Refined Products 
Light oil products sales (million litres/day) 8.9 8.4 8.2 Tell 7.6 74 7.6 6.0 45 42 
Asphalt products sales (mbbls/day) 22.5 22.8 22.0 20.8 21.4 20.2 ial 19.5 ay, ill 
Refinery throughput 
Prince George refinery (mbbis/day) 9.7 9.8 10.3 10.1 10.2 972 10.2 99 10.3 10.0 
Lloydminster refinery (mbbls/day) 25.5 /as\.3) jes} ft 22.0 2 23.4 17.9 21.9 Zibs 18.4 
Refinery utilization (percent) 101 100 103 92 oF 93 80 91 91 81 


(1) 2004 and prior years’ amounts as restated. Refer to notes 3 and 1 to the Consolidated Financial Statements. 

(2) Excludes capitalized costs related to asset retirement obligations incurred during the period and corporate acquisitions. 

(3) Reinvestment ratio is based on net capital expenditures including corporate acquisitions (other than Renaissance Energy Ltd.). 
(4) Capital employed for purposes of this calculation has been weighted for 2000. 
(5) Equity for purposes of this calculation has been weighted for 2000 and includes amounts due to shareholders prior to August 25, 2000. 
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Corporate Information 


Board of Directors 


Board of Directors 


Victor T. K. Li, Co-Chairman, 

a resident of Hong Kong, has been a 
Director of Husky Energy Inc. since 2000. 
Mr. Li is Managing Director and Deputy 
Chairman of Cheung Kong (Holdings) 
Limited. He is Deputy Chairman and 
Executive Director of Hutchison Whampoa 
Limited, Chairman of Cheung Kong 
Infrastructure Holdings Limited, and of 
CK Life Sciences Int'l., (Holdings) Inc. 

Mr. Li is an Executive Director of 
Hongkong Electric Holdings Limited and a 
Director of the Hongkong and Shanghai 
Banking Corporation Limited. 
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Canning K. N. Fok (2), Co-Chairman, 

a resident of Hong Kong, has been a 
Director of Husky Energy Inc. since 2000. 
Mr. Fok is Group Managing Director and 
Executive Director of Hutchison Whampoa 
Limited. He is Chairman of Hutchison 
Harbour Ring Limited, Hutchison 
Telecommunications International Limited, 
Hutchison Telecommunications (Australia) 
Limited, Partner Communications 
Company Ltd. and Hongkong Electric 
Holdings Limited. Mr. Fok is the Deputy 
Chairman of Cheung Kong Infrastructure 
Holdings Limited and a Director of Cheung 
Kong (Holdings) Limited and Hutchison 
Whampoa Finance (Cl) Limited. 


Victor T. K. Li Canning K. N. Fok 


R. Donald Fullerton ®, Director, 

a resident of Toronto, has been a Director 
of Husky Energy Inc. since 2003. 
Throughout his career he has sat on a 
wide variety of national and multinational 
boards and has served on the boards of 
many educational, medical and cultural 
institutions. He currently serves on the 
Board of Asia Satellite Communications 
Holdings Ltd. and 3ltalia S.p.A. 


Martin J. G. Glynn (1), Director, 

a resident of New York, has been a 
Director of Husky Energy Inc. since 2000. 
Mr. Glynn is the President, Chief Executive 
Officer and a Director of HSBC Bank USA 
N.A. He is a Director of HSBC Bank Canada 
and of Wells Fargo HSBC Trade Bank N.A. 


Terence C. Y. Hui), Director, 

a resident of Vancouver, has been a 
Director of Husky Energy Inc. since 

2000. Mr. Hui is President & Chief 
Executive Officer of Concord Pacific 
Group Inc. He is a Director and President 
of Adex Securities Inc. and a Director 

and Chairman of Maximizer Software Inc., 
Multiactive Technologies Inc., and Coopers 
Park Real Estate Corporation. 


R. Donald Fullerton Martin J. G. Glynn 


John C. S. Lau 


Stanley T. L. Kwok 


Brent D. Kinney (3), Director, 

a resident of Dubai, United Arab Emirates, 
has been a Director of Husky Energy Inc. 
since 2000. Mr. Kinney is Chief Executive 
Officer and a Director of Sky Petroleum 
Inc. and a Director of Dragon Oil plc, 
Western Silver Corp. and Benchmark 
Energy Ltd. 


Holger Kluge (2) (3) (4), Director, 

a resident of Toronto, has been a Director 
of Husky Energy Inc. since 2000. Mr. Kluge 
is a Director of Hutchison Whampoa 
Limited, Hongkong Electric Holdings 
Limited, and Shoppers Drug Mart. 


Eva L. Kwok (2) (4), Director, 

a resident of Vancouver, has been a 
Director of Husky Energy Inc. since 2000. 
Mrs. Kwok is a Director, Chairman and 
Chief Executive Officer of Amara 
International Investment Corp. She is 

a Director of the Bank of Montreal Group 
of Companies, CK Life Sciences Int’l., 
(Holdings) Inc., Li Ka Shing (Canada) 
Foundation, Cheung Kong Infrastructure 
Holdings Limited and Shoppers Drug Mart. 


Terence C. Y. Hui Brent D. Kinney 


Poh Chan Koh Wayne E. Shaw 


Stanley T. L. Kwok (3), Director, 

a resident of Vancouver, has been a 
Director of Husky Energy Inc. since 2000. 
Mr. Kwok is the President of Stanley Kwok 
Consultants. He is a Director of Amara 
International Investment Corp., Cheung 
Kong (Holdings) Limited and CTC Bank 

of Canada. 


John C. S. Lau, President & CEO, Director, 
a resident of Calgary, has been a Director 
of Husky Energy Inc. since 2000. Prior to 
joining Husky in 1992, Mr. Lau served ina 
number of senior executive roles within 
the Cheung Kong (Holdings) Limited and 
Hutchison Whampoa Limited group of 
companies. 


Poh Chan Koh, Director, 

a resident of Hong Kong, has been a 
Director of Husky Energy Inc. since 2000. 
Miss Koh is the Finance Director of 
Harbour Plaza Hotel Management 
(International) Ltd. 


Wayne E. Shaw “) (4), Director, 

a resident of Toronto, has been a Director 
of Husky Energy Inc. since 2000. Mr. Shaw 
is a Senior Partner at Stikeman Elliott LLP, 
Barristers & Solicitors. 


Holger Kluge 


Frank J. Sixt 


William Shurniak 


Frank J. Sixt (2), Director, 

a resident of Hong Kong, has been a 
Director of Husky Energy Inc. since 2000. 
Mr. Sixt is Group Finance Director and 
Executive Director of Hutchison Whampoa 
Limited. He is the Chairman of TOM Group 
Limited, an Executive Director of Cheung 
Kong Infrastructure Holdings Limited and 
Hongkong Electric Holdings Limited, and a 
Director of Cheung Kong (Holdings) Limited, 
Hutchison Whampoa Finance (Cl) Limited, 
Hutchison Telecommunications (Australia) 
Limited and Partner Communications 
Company Ltd. 


William Shurniak, Deputy Chairman, 

a resident of Limerick, Saskatchewan, 
has been a Director of Husky Energy Inc. 
since 2000. Mr. Shurniak is Chairman 
and a Director of Northern Gas Networks 
Limited, and a Director of Hutchison 
Whampoa Limited. 


The Management Information Circular and the Annual Information Form contain additional information regarding the Directors. 


(1) Audit Committee 

(2) Compensation Committee 

(3) Health, Safety & Environment Committee 
(4) Corporate Governance Committee 
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Corporate Information 


Officers/Executives 


HUSKY ENERGY INC. 


John C. S. Lau, President & CEO 

Mr. Lau is responsible for Husky's 
corporate direction, strategic planning and 
corporate policies, and is also a member 
of the Company's Board of Directors. 
Before joining Husky he served in a 
number of senior executive roles within 
the Cheung Kong (Holdings) Limited and 
Hutchison Whampoa Limited group of 
companies. Mr. Lau is a fellow member of 
the Institute of Chartered Accountants, 
the Australian Society of Accountants, the 
Hong Kong Society of Accountants, the 
Taxation Institute of Hong Kong, and the 
Institute of Chartered Secretaries of 
Administrators of the United Kingdom. 


James D. Girgulis, Q.C., Vice President, 
Legal & Corporate Secretary 

Mr. Girgulis was appointed Vice President, 
Legal & Corporate Secretary of Husky 
Energy in 2000. He was previously 
General Counsel and Corporate Secretary 
of Husky Oil Limited. Prior to joining 
Husky he held positions with Alberta and 
Southern Gas Co. and Alberta Natural Gas 
Company. Mr. Girgulis was called to the 
Alberta Bar in 1982 and was appointed 
Queen's Counsel in 2006. 


Donald R. Ingram, Senior Vice President, 
Midstream & Refined Products 

Mr. Ingram has been an officer of Husky 
since 1994. He joined the Company in 1982 
and has over 30 years in the midstream 
and downstream business. Mr. Ingram is a 
Certified Management Accountant (CMA) 
and is a Fellow of the Society of 
Management Accountants of Canada 
(FCMA). 
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John C, S. Lau 


HUSKY OIL OPERATIONS LIMITED 


Robert J. Peabody, Chief Operating 
Officer, Operations & Refining 

Mr. Peabody was appointed Chief 
Operating Officer, Operations & Refining 

in 2006. He is responsible for managing 
Husky Energy's upstream operations 
including Western Canada conventional 
production, heavy oil, exploration and 
production services, east coast operations, 
frontier and international exploration and 
development, and refining and upgrading. 
Prior to joining Husky he led four major 
businesses for British Petroleum in Europe 
and the United States. 


L. Geoffrey Barlow, Vice President 

& Controller 

Mr. Barlow was Controller prior to his 
appointment as Vice President & 
Controller. He was previously Controller 
and a member of the management team 
at Renaissance Energy. He is a Chartered 
Accountant and is a member of the 
Institute of Chartered Accountants of 
Alberta and the Financial Executive 
Institute of Canada. 


K. Wendell Carroll, Vice President, 
Corporate Administration 

Mr. Carroll joined Husky in 2000 and brings 
with him 30 years of experience as a 
former senior manager with TransCanada 
Pipelines, Fracmaster and Bow Valley 
Industries. He is responsible for human 
resources, health, safety and environment, 
risk management, diversity, materials and 
services management, and facilities and 
records management and real estate. 


Robert J. Peabody 


James D. Girgulis 


Edward T. Connolly, Vice President, 
Heavy Oil 

Edward T. Connolly joined Husky as Vice 
President of Heavy Oil in 2006 and has 
responsibility for increasing both heavy oil 
reserves and production while controlling 
costs. Mr. Connolly was previously Manager, 
Drilling, Well Completions and Facilities 
Construction with Talisman Energy Canada 
and Facilities Construction Project Manager 
with BP Canada Ltd. 


Robert S. Coward, Vice President, 
Western Canadian Conventional Production 
Mr. Coward became a corporate officer in 
1993 and has served with Husky since 
1977. He was appointed Vice President, 
Western Canada Conventional Production 
in 2005 and is responsible for optimizing 
the value of Husky’s assets by increasing 
both reserves and production, and by 
controlling costs. Mr. Coward is a member of 
the Association of Professional Engineers, 
Geologists and Geophysicists of Alberta. 


J. Michael D'Aguiar, Treasurer 

Mr. D'Aguiar joined Husky as Treasurer in 
2002, and is responsible for the treasury 
department and associated financial 
functions. He has extensive financial 
experience in the international upstream 
oil industry. Prior to joining Husky he was 
Chief Financial Officer of Ranger Oil. 


L. Geoffrey Barlow K. Wendell Carroll 


Catherine J. Hughes 


Garry P. Mihaichuk 


Steve P.F. Fedyna, Vice President 

& Chief Information Officer 

Mr. Fedyna is responsible for Husky's 
information technology, document 
management, corporate planning and 
economics, and investor relations and 
corporate communications. Appointed in 
2005, he was formerly Director, Global 
Sales Operations with SAP Ag. He spent 
17 years in project management, corporate 
planning, gas marketing and operations 
with Imperial Oil and Exxon Mobil 
Exploration. He is a member of the 
Association of Professional Engineers, 
Geologists and Geophysicists of Alberta. 


Catherine J. Hughes, Vice President, 
Exploration & Production Services 

Ms. Hughes was appointed Vice President, 
Exploration & Production Services in 
2005, and is responsible for the strategies 
and execution plans for surface land, 
mineral land, drilling and completions, 
facilities engineering and technical services, 
reservoir engineering and reserves. Prior 
to her appointment she was President of 
Schlumberger Canada, and has worked in 
a variety of operational and technical 
positions in the United States, United 
Kingdom, Europe and Nigeria. 


Garry P. Mihaichuk, Vice President, 

Oil Sands 

Mr. Mihaichuk became Vice President, 
Oil Sands in 2006, and is responsible for 
creating value from Husky's oil sands 
leases. Previously he was Vice President, 
Heavy Oil. He brings with him over 


Edward T. Connolly Robert S. Coward 


David R. Taylor Roy C. Warnock 


30 years of experience in executive 
positions in the energy, petrochemical 
and infrastructure sectors, and has served 
with Mancal Corporation, TransCanada, 
TransCanada Transmission, Amoco 
Corporation, Amoco Orient and Dome 
Petroleum. 


David R. Taylor, Vice President, 
Exploration 

Mr. Taylor has responsibility for 
capitalizing on Husky's assets in Western 
Canada and offshore Canada's East Coast, 
China and Indonesia. He was previously 
Vice President of Exploration for 
Renaissance Energy, and held senior 
technical and executive positions at 
Renaissance, Chauvco Resources, Imperial 
Oil and Exxon. Mr. Taylor is a member of 
the Association of Professional Engineers, 
Geologists and Geophysicists of Alberta, 
the Canadian Society of Petroleum 
Geologists and the American Association 
of Petroleum Geologists. 


Roy C. Warnock, Vice President, 
Upgrading & Refining 

Mr. Warnock has more than 25 years of 
experience in oil refining and upgrading, 
and joined Husky in 1983. He served as 
the Manager of Husky's Prince George 
refinery and the Lloydminster upgrader, 
before his appointment as Vice President, 
Upgrading & Refining. Prior to joining 
Husky, he held a number of engineering 


and operations positions with Imperial Oil. 


He is a member of the Association of 
Professional Engineers, Geologists and 
Geophysicists of Alberta, and the 
Association of Professional Engineers 
and Geoscientists of Saskatchewan. 


J. Michael D'Aguiar Steve P. F. Fedyna 


Bill Watson Ruud B. Zoon 


Bill Watson, Vice President, 

Engineering & Project Management 

Mr. Watson was appointed Vice President, 
Engineering & Project Management in 
2004, and brings more than 30 years 

of experience in the energy business to 
Husky. Previously he was Vice President 
of Triton Equatorial Guinea Inc., a wholly 
owned subsidiary of Amerada Hess, and 
held management and executive positions 
with Marathon Oil Company including 
President of Marathon Canada Ltd. 


Ruud B. Zoon, Vice President, 

East Coast Operations 

Mr. Zoon joined Husky Energy in 

2004 as General Manager, East Coast 
Development, and was appointed to his 
current position in 2005. Based in St. 
John's, he is responsible for all aspects of 
Husky's East Coast operations including 
the White Rose development. Prior to 
joining Husky he worked in leadership 
roles in the Netherlands, the United 
Kingdom, South Africa, China and the 
United States. He has worked for Sonoil 
B.V., Bluewater Energy Services B.V. and 
Mobil Oil Corporation. Mr. Zoon.has been 
a member of the Society of Petroleum 
Engineers since 1984. 
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Investor Information 


Common Share Information 


Year ended December 31 


2005 


High 

Low 

Close at December 31 
Average daily trading volumes (thousands) 


Share price 


Number of common shares outstanding, December 31 (thousands) 
Number of weighted average common shares outstanding (thousands) 


Basic 
Diluted 


$ 69.95 $ 
$ 32.30 S 
$ 59,00 S 
664 
424,125 


423,964 
423,964 


2004 


35.65 
22.73 
34.25 
482 
423,736 


423,362 
424 303 


2003 


$2305 
$ 16.03 
S com ca4i 
400 

422,176 


419,543 
421,549 


Trading in the common shares of Husky Energy Inc. (“HSE”) commenced.on the Toronto Stock Exchange on August 28, 2000. The Company is represented in the S&P/TSX 
Composite, S&P/TSX Canadian Energy Sector and in the S&P/TSX 60 indices. 


Toronto Stock Exchange Listing: HSE 


Outstanding Shares 

The number of common shares 
outstanding (in thousands) at 
December 31, 2005 was 424,125. 


Transfer Agent and Registrar 

Husky's transfer agent and registrar is 
Computershare Trust Company of Canada. 
In the United States, the transfer agent 
and registrar is Computershare Trust 
Company, Inc. Share certificates may be 
transferred at Computershare’s principal 
offices in Calgary, Toronto, Montreal and 
Vancouver, and at Computershare’s 
principal office in Denver, Colorado, 

in the United States. 


Queries regarding share certificates, 
dividends and estate transfers should 
be directed to Computershare Trust 
Company at 1-888-267-6555 (toll free 
in North America). 


Corporate Office 

Husky Energy Inc. 

P.O. Box 6525, Station D 
707 Eighth Avenue S.W. 
Calgary, Alberta 

T2P 3G7 

Telephone: (403) 298-6111 
Fax: (403) 298-7464 


Investor Relations 

Telephone: (403) 298-6171 

Fax: (403) 298-6515 

E-mail: investor.relations@huskyenergy.ca 
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Corporate Communications 
Telephone: (403) 298-6111 

Fax: (403) 298-6515 

E-mail: corpcom@huskyenergy.ca 


Website 

Visit Husky Energy's website at 
www.huskyenergy.ca 

Terra Nova website: 
www.terranovaproject.com 
Wenchang website: 
www.huskywenchang.com 
White Rose website: 
www.huskywhiterose.com 


Auditors 

KPMG LLP 

1200, 205 Fifth Avenue S.W. 
Calgary, Alberta 

T2P 4B9 


Annual and Special Meeting 

The annual and special meeting of 
shareholders will be held at 10:30 a.m. 

on Wednesday, April 19, 2006 in the 
Palomino Ballroom, at the Round Up 
Centre, Stampede Park, Thirteenth Avenue 
and Third Street S.E., Calgary, Alberta. 


Additional Publications 

The following publications are made 

available on our website or from our 

Investor Relations department: 

* Annual Information Form, filed with 
Canadian securities regulators 

* Form 40-F, filed with the U.S. Securities 
and Exchange Commission 

* Quarterly Reports 


Corporate Governance 
For information regarding the Company's 


corporate governance practices, please see 
the Schedule A “Statement of Corporate 
Governance Practices” to our Management 
Information Circular. The Management 
Information Circular is available on our 


website, www.huskyenergy.ca. 


Dividends 


Husky's Board of Directors has approved 
a dividend policy that pays quarterly 


dividends. 


Declaration Date 
October 2005 
July 2005 
April 2005 
February 2005 


November 2004 
July 2004 

April 2004 
February 2004 


November 2003 
July 2003 

April 2003 
February 2003 


November 2002 
August 2002 
May 2002 
February 2002 


November 2001 
August 2001 
May 2001 
February 2001 


Quarter 


Dividend 


S, O25 
0.14 
0.14 
0.12 


OFZ 
0.12 
OFZ 
0.10 


0.10 
0.10 
0.09 
0.09 


0.09 
0.09 
0.09 
0.09 


0.09 
0.09 
0.09 
0.09 


Special 
Dividend 


SOO) 


0.54 


1.00 


Terms and Abbreviations 


bbls barrels 

bps basis points 

mbbls thousand barrels 

mbblis/day thousand barrels per day 

mmbbis million barrels 

mcf thousand cubic feet 

mmcf million cubic feet 

mmcf/day million cubic feet per day 

bcf billion cubic feet 

tcf trillion cubic feet 

boe barrels of oil equivalent 

mboe thousand barrels of oil equivalent 

mboe/day thousand barrels of oil equivalent per day 

mmboe million barrels of oil equivalent 

mcfge thousand cubic feet of gas equivalent 

GJ gigajoule 

mmbtu million British Thermal Units 

mmit million long tons 

MW megawatt 

MWh megawatt hour 

NGL natural gas liquids 

WTI West Texas Intermediate 

NYMEX New York Mercantile Exchange 

NIT NOVA Inventory Transfer 

LIBOR London Interbank Offered Rate 

CDOR Certificate of Deposit Offered Rate 

SEDAR System for Electronic Document Analysis and 
Retrieval 

FPSO Floating production, storage and offloading vessel 

OPEC Organization of Petroleum Exporting Countries 

WCSB Western Canada Sedimentary Basin 

SAGD Steam-assisted gravity drainage 

hectare 1 hectare is equal to 2.47 acres 

wildcat well Exploratory well drilled in an area where no 


production exists 
feedstock Raw materials which are processed into petroleum 


products 


(1) NOVA Inventory Transfer is an exchange or transfer of title 
of gas that has been received into the NOVA pipeline system 
but not delivered to a connecting pipeline. 


Natural gas converted on the basis that six mcf of natural gas 
equals one barrel of oil. 


Capital Employed Short- and long-term debt and 


shareholders’ equity 


Capital Expenditures Includes capitalized administrative 
expenses and capitalized interest but does 
not include proceeds or other assets 


Cash Flow from Earnings from operations plus 


Operations non-cash charges before settlement of 
asset retirement obligations and change 
in non-cash working capital 
Equity Shares, retained earnings and amounts due 
to shareholders prior to August 25, 2000 
Net Debt Total debt net of cash and cash equivalents 
Total Debt Long-term debt including current portion 


and bank operating loans 


“Proved” reserves have been estimated in accordance with the SEC definition 

set out in Rule 4-10(a) of Regulation S-X under the Securities Exchange Act of 
1934 as follows: Proved oil and gas reserves are the estimated quantities of crude 
oil, natural gas and natural gas liquids, which geological and engineering data 
demonstrate with reasonable certainty to be recoverable in future years from 
known reservoirs under existing economic and operating conditions. Prices 
include consideration of changes in existing prices provided only by contractual 
arrangements, but not on escalations based upon future conditions. 


“Proved Developed” reserves are those reserves that can be expected to be 
recovered through existing wells with existing equipment and operating methods. 
Additional oil and gas expected to be obtained through the application of fluid 
injection or other improved recovery techniques for supplementing the natural 
forces and mechanisms of primary recovery are included as proved developed 
reserves only after testing by a pilot project or after the operation of an installed 
program has confirmed through production response that increased recovery 
will be achieved. 


“Proved Undeveloped” reserves are those reserves that are expected to be 
recovered from new wells on undrilled acreage, or from existing wells for which 
a relatively major expenditure is required for recompletion. Inclusion of reserves 
on undrilled acreage is limited to those drilling units offsetting productive units 
that are reasonably certain of production when drilled. Proved reserves for other 
undrilled units are included only if it can be demonstrated with certainty that 
there is continuity of production from the existing productive formation. 
Estimates for proved undeveloped reserves are not attributed to any acreage 
for which an application of fluid injection or other improved recovery technique 
is contemplated, unless such techniques have been proved effective by actual 
tests in the area and in the same reservoir. 


“Probable” reserves are those additional reserves that are less certain to be 
recovered than proved reserves. It is equally likely that the actual remaining 
quantities recovered will be greater or less than the sum of the estimated 
proved and probable reserves. 


In this report, the terms “Husky Energy Inc.”, “Husky” or “the Company” mean Husky Energy Inc. and its subsidiaries and partnership interests 


on a consolidated basis. 


This Annual Report contains certain forward-looking statements. For a descripti 


on and discussion of these forward-looking statements and the risks and uncertainties 


related thereto, please refer to page 67 of this Annual Report and also to Husky’s Annual Information Form dated March 14, 2006. 


HUSKY ENERGY INC. 
P.O. Box 6525, Station D 
707 Eighth Avenue S.W. 
Calgary, Alberta T2P 3G7 
Telephone: (403) 298-6111 
Fax: (403) 298-7464 
www.huskyenergy.ca 
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